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Introduction. 


This proposed marketing agreement and proposed order relative 
to the regulating of the handling of milk in the Fort Wayne, Indiana, 
Marketing Area has for its purpose the increasing of returns to producers 
in accordance with the policy of the Agricultural Adjustment Act, as 
amended. It is thought that this increase to the producers can be obtained 
mainly through the more efficient and stabilized marketing conditions 
created by the provisions of this proposed marketing agreement and pro= 
posed order. The main provisions are as follows: 


1. The classification of milk into four types of uses. 


ae (Ne fixing of the minimum price for one class which 
- handlers shall pay to producers, and the method of 
fixing the minimum price for the other three classes. 


3, The equitable apportionment of the proceeds of milk to 

- all producers by the pooling of all proceeds of milk 
from. all handlers, and the payment to producers according 
‘to the quantity of milk each delivers until January 1, 
1937, and from that date on according to a base rating 
plan. 


This economic brief'is a compilation of all the information 
that the Secretary now has available with reference to this market. At 
this hearing the obtaining of additional information will be of value in 
appraising the proposed program. 


PARTS. 


The Economic Emergency With Respect to Milk Producers 
in the States Which Supply Milk to the 
Fort Wayne, Indiana, Marketing Area. 


The milk supply of the Fort Wayne Marketing drea is produced in 
two States, Indiana and Ohio. 1/ 


From 1929 to 1933, the prices received by farmers in these States 
for milk sold wnolesale declined steadily. (See Table Le yin. 1933,) the 
average farm price of milk sold wholesale was 48.0 percent and 54.0 per- 
cent lower than in 1929 in Indiana and Ohio, respectively. While prices 
received by farmers for milk sold at wholesale in these States declined 


a, I a a arm IS SOR EENTES 


1/ For details with respect to the proportion of the total supply of milk 
for Fort Wayne which is furnished by each State, see Part IV. 
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in this way, the prices paid by farmers for commodities bought declined 
to a mach lesser extent, the index of such prices dropping from 153 
(1910-1914 = 100) in 1929 to 109.0 in 1933, a decline of only 28.8 per- 
cent. (See Table 1.) ‘Thus there was a marked decline in the.purchasing 
power of milk sold wholesale by farmers during the period 1929 to 1933, 
since the farm price of milk sold wholesale declined more rapidly and to 
a greater extent than the prices paid by farmers for commodities bought. 


Between 1929 and 1933, the gross income from milk produced on - 
farms 2/ dropped 45.6 percent in the United States, a8» 4 percent in Ohio, 
and 46.8 percent in Indiana. (See Table 2.) 


Cash income from dairy products sold from farms 3/ during this 
same period dropped 46.5 percent in: the United States, 49.8 percent in 
Ohio, and 48.8 percent in Indiana (See Table 3.) : 

The foregoing facts and eee ne demonstrate conclusively 
that, in the two States which supply milk to the Fort Wayne, Indiana, 
market, during the period 1929 to 1933, there was a marked decline in 
(1) the prices received by producers for milk sold wholesale, (2) the 
purchasing power of such milk, (3) the gross income from milk produced 
on farms, end (4) the cash income from dairy products sold from farms. 


The condition of milk producers in the United States and in these 
two States improved somewhat in 1934 and 1936. However, in 1934 cash 
income from milk produced on farms in the United States was still 39.7 
percent below that of 1929, while in Indiana and Ohio it was 42.4 percent 
and 38.6 percent, respectively, below the 1929 level. The farm prices of: 
milk sold wholesale in 1935 in Indiana and Ohio averaged only $1.58 and 
$1.64 per hundredweight in 1935, which are still much below those received 
in 1929. (See Table 1.) | 


PART II. 


The Importance of Dairy Farming as an Agricultural Enterprise . 
in the United States and in the States Supplying Milk 
to the Fort Wayne, Indiana, Marketing Area. 


Some indication of the importance of milk production as an agri- 
cultural enterprise in the United States and in the two States, Indiana 
and Ohio, which supply milk to the Fort Wayne Marketing Area, is given 
in Table 4. (See also Part VIII.) 


2/ Calculated by multiplying the estimated quantity of milk Ecusined less 


milk fed to calves by the average value per 100 pounds. It includes the 
value of milk, cream, and butter consumed in the pote on ithe farms 
where produced. : 

3/ Computed by adding together the Elis Sere ne NR from ‘sales of 
milk, cream, butterfat, and butter. The income from sales of ,dairy 
cattle and calves is not included. tee AR 
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This table shows that. the sale of, dairy products supplied 18.0 per- 
cent of farmers! cash income in the United States in 1929, 22.6 percent in 
1932, and 17.8 percent in 1934. | © 


In Indiana, the sales of dairy products supplied 19.2 percent of 
farmers! cash income in, 1929, 22.5 percent in 1932, and 16.3 percent in 19%. 
In Ohio, the sales of dairy products supplied 24.9 percent of farmers! cash 
income in 1929, 27.1 percent in 1932, and 22.8 percent in 1934. Regional 
differences in the importance of dairying in the area about Fort Wayne are 
indicated by the fact that the percent of the farms of dairy type 4/ varies 
from 4.6 percent in Van Wert County, Ohio, to as high as 12.6 percent in Adams 
County, Indiana. Table 5 shows this figure for each of the six Indiana 
counties and the Ohio counties which supply milk to the Fort Wayne, Indiana, 
market. On an average, nearly 10 percent of the farms have over 40 percent 
of their income from dairy products, including the sale of dairy cows and 
heifers. . oe ie UD eye ; ’ 


The foregoing facts and considerations demonstrate that dairy farm 
ing is an important agricultural enterprise in Indiana and Ohio, and that 
activity pointed toward the enhancement of prices to Indiana and Ohio pro- 
ducers who supply milk to Fort-Wayne is warranted and necessary to effectuate 
the policy of ‘Congress as stated in the Agricultural Adjustment Act. 


PART III. 


Comparison of the Prices Specified in the Proposed Marketing 
Agreement and Proposed Order for the Fort Wayne, Indiana, 
Marketing Area with Parity Prices for Milk in the 
Fort Wayne, Indiana, Marketing Area. . 


Section 2 of the Agricultural Adjustment Act, as amended, states that 
it is the declared policy of Congress "(1) Through the exercise of the powers 
conferred upon the Secretary of Agriculture under this title, to establish 
and maintain such balance between the production and consumption of agri- 
cultural commodities, and such marketing conditions therefor, as will: re- 
establish prices to farmers at a level that will give agricultural commodi- 
ties a purchasing power with respect to articles that farmers buy, equivalent 
to the purchasing power. of agricultural commodities in the base period; and, 
in the case of all commodities for which the base period is the pre-war 
period, August 1909 to July 1914, will also reflect current interest pay- 
ments per acre on farm indebtedness secured by real estate and tax payments 


4] Farms are classified into types by the Census of Agriculture for 1930 
on the basis of the source of their income from farm products sold, 
traded, or used by the operator's family. In this classification 
farms must have over 40 percent of their income from milk,’ cream, 
butterfat, butter and dairy cows, and calves, to be classified as 
dairy type. aye : ‘i ae ow oe Re : ; 
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per acre on farm real estate, as contrasted with such interest payments and 
tax payments during the base period. The base period in the case of all agri- 
cultural commodities, except tobacco and potatoes, shall be the pre-war period, 
August 1909 to July 1914. In the case of tobacco and potatoes, the base 
period shall be the post war period, August 1919 to July 1929 ..." 


In section 8e of the Agricultural Adjustment Act, as amended, it is 
provided that "In connection with the making of any marketing agreement or 


- the issuance of any order, if the Secretary finds and proclaims that, as to 


any commodity specified in such marketing agreement or order, the purchasing 
powers during the base period specified for such commodity in section 2 of 
this Title cannot be satisfactorily determined from available statistics of 
the Department of Agriculture, the base period, for the purposes of such mar- 
keting agreement or order, shall be the post-war period, August 1919 to July 
1929, or all that portion thereof for which the Secretary finds and proclaims 
that the purchasing power of such commodity can be satisfactorily determined 
from available statistics of the Department of Agriculture." 


In the case of milk produced for sale in the Fort Wayne Marketing Area, 
available statistics in the United States Department of Agriculture, with re- 
spect to the August 1909 to July 1914 base period, are not available for the 
proper determination of an August 1909 to July 1914 base period price for 
milk. Parity prices for milk sold by producers to handlers in the Fort Wayne 
Marketing Area have been determined, therefore, from available statistics in 
the Department of Agriculture, with respect to the period August 1919 to July 
1929, inclusive. As of July 1936, the latest date for which figures are 
available, the parity price f.o.b. city for Class I milk containing 4.0 per 
cent of butterfat as determined for-the Fort Wayne Marketing Area was $2.18 
per hundredweight. (See Table 6.) 


The price proposed for the market is $2.25 for Class I milk. The in- 
dex of prices paid by farmers showed a sharp increase in July and it is ex 
pected that this increase will continue in August. In addition, drought 
conditions have created a severe economic emergency in the area and while the 
emergency exists it appears that farmers mst receive a higher price in order 
to induce them to maintain an adequate supply. Furthermore, the Class I price 
in this market has averaged below the parity price throughout the year 1935 
and thus far in the year 1936, so that it appears that even with a price above 
the computed parity for the emergency period the Secretary will not have 
exceeded the standard set by Congress. 


PAR LILV, 


Character of the Commerce in Milk in the Fort Wayne 
Indiana, Marketing Area 


The Fort Wayne Marketing Area, as defined by the proposed marketing 


_. agreement and proposed order, is as follows: "... the territory within the 
- corporate limits of Fort Wayne, Indiana, and the territory within four 


miles of the corporate limits of Fort Wayne, Indiana." The population of 
Fort Wayne, Indiana, Marketing Area, according to the 1930 Census was ap- 
proximately 125,000. : 


- Lo « 
Table 6 ~- FORT WAYNE, INDIANA: Index of pricés paid by farmers, price 
per hundredweight of 4% Class I milk, 
and parity prices, average August 1926- 
July 1929, by years 1930-1935, and by 
months 1936. - eae oe 
Ne 
” 


mena 


i “Index of prices | ——Erace per owt. of 4% Class I milk f.o.b. city 


ae paid by farmers : ak ‘) 
cae ‘ for commodities : Prices paid — enh Parity prices 
Month bought 7 | ! 7 —_ ‘ 
igus 1926- Percent Dollars ve Dollars | 
1929} 100.0 : pers : i ae 
$850 22; 94.2 yp 2.46 1/ 2.57 
1931 80.6 : 1492 $1), tiie Resale 2420 
1932 69.5 : Berea Sy! 1.90 
i083 iaiv: 70.08 : 1.58 1/ : 1.93 
1984 * : 79.9 : 1.78 2/ : 2018 | 
1935, : 81.2 : 1.95 : | 2622 
1936 | ; 
January : 79.3 : 200 : Ael16 © 
eee 793 : 2.00 3 ape 
March 7 76.0 ee 2.00 : 2.15 
April : 78.68 over eee : eu wee 
May : 78.6 : 2.00 ; 2.15 
June : 78.0 7 2.00 TF aeebasede 
July ; 79.9 ; 2.00 7 2.18 
August | ; 
September : 
October : . 
November 3 : oe : & 
December . oe ; : 


1/ Calcilated by relating the estimated prices for Class II and Glass IV milk to 
the estimated percentage in each class - Class I, 50%, Class II, 12% and Class IV 
38% - and assuming Class I prices to be the amount necessary to give the. average 
prices paid by two Fort Wayne distributors. 

2/ License price quoted from July 1934 on. 


3. 


+ 


ne ere 


‘The: Fort Wayne: Indiana, Marketing Area is situated near the 
boundary line between the States of Indiana and Ohio and milk moves 
in the current of interstate commerce into the marketing area. On 
September 1, 1935, there were approximately 95 producers in Ohio 
delivering milk to the Fort Wayne Marketing Area. 


"4 eats the ee July 1934 to June 1935, inclusive, 32,145,497 
pounds of milk were purchased by handlers in the Fort Wayne Marketing 
Area. Of this amount, 2,415,736 pounds or 7.5 percent was produced in 
the State of Ohio and 29,729,761 pounds or 92.5 percent was produced in 
the State of Indiana. (See Table 7.) 


In June, 1935, there were 38 hanélers and producer—handlers 
operating in the Fort Wayne Marketing Area. Many of these handlers 
are not equipped to handle surplus milk and during periods of flush 
production have requested their producers to keep their surplus milk 
at home. During periods of low production, when the fluid milk and cream 
requirements of these handlers were not met by their producers, they 
have had to supplement their supply with some milk purchased from a handler 
who purchases milk from producers in ‘pio and who carries a large amount 
of ale milk at all times. 


These inter-handler sales vary with the seasonal production of 
milk in the area. During the flush season, the inter~handler sales are 
low and during the season of low production the inter-handler sales are 
relatively high. During the period July 1934 to June 1935, such sales 
in the marketing area ranged from less than 1 percent in June 1935 to 


‘approximately 19 percent in April 1935 of the total milk purchased from 


producers by any handler, who had purchased milk in Ohio. 


Thus through these inter—handler transactions many of the 
handlers in the area handle milk that moves in the current of interstate 
commerce. In April 1935, 19 handlers or 50 percent of the handlers 
operating in the Fort Wayne Marketing Area purchased milk from a handler 
who had purchased part of his milk supply from producers in Ohio. 

(See Table 8.) 


The Bureau of Railway Economics reported in 1933 that 27,685 
pounds of milk and cream were shipped into the Fort Wayne, Indiana, 
market in interstate commerce. The milk and cream originated in the 
three states of Illinois, Ohio and Michigan. Evaporated or condensed 
milk, butter and cheese were shipped into the area in large quantities 
from states other than Indiana. In 1933, the manufactured dairy products 
shipped into the Fort Wayne Marketing Area originated in ten states. 

(See Table 9.) 


Table 7: Total volume of milk delivered by members and non-members of 
the, Wayne Cooperative Milk Producers, Inc., volume of milk 
purchased by handlers from producers in Indiana and Ohio and 
the ‘percentage milk purchased in Ohio is of the total milk 
purchased. 
jets aa ae ne ae : Percent milk 
Year Be Ou ade tarts ; Milk purchased : Milk purchased ; purchased from 
and ‘ ‘purchased by handlers : by handlers : producers-in 
month : by handlers : from producers : from producers ‘Ohio is to total 
‘from producers: in Indiana | in Ohio . ' milk purchased _ 
Pounds Pounds Pounds ; Percent | 
1934} 
July : 3,013,432 As Oily too : 195, 704 ‘ 6.495 
ing. : B 142 405" Ser au ie 210, 242 6.690 
Sept. | 3,038,005 : 2,832,881 tC Os 205, 14 6.762 
Ooh : te ole. ooo) a eee ier Oae 195,281 6.703 
Nov. : P40), OAL 2 eee, DOL 162,960 6.647 
Déc. ! 2,267,796 ey lu le ter 166,049 e628 
1935 
Jens e149 (98) le hao yD 175,618 8.169 
Feb. : 1,980,469 : 1,807,067 173,402 ‘ 8.756 
Mar. | Biot, eo) |e Ono oe eee 192,417 : 9.002 
Apr. : 2,046,240 : 2,156,617 199,623 8.508 
May : 3, 324, 528 raph Os 2 eal Me) 264,589 ; “A 3I09 
June } S, 000,460, “= 2 lOn aon =e DU 27 8.127 
$$ eSEeeSSFSSSeSSSSFSFSSSSS 
Motel ©: °32,145,497 - ; 29,729,761. 515 2b) 


sles ga) 


2,415,736 


Compiled from the annual report of the Market Administrator. 


cl Monthly average 


Set [Ae 


Table 8: Number of handlers reporting, number of handlers 
purchasing milk from other handlers, and the volume 
of inter-handler sales in the Fort Wayne Marketing Area. 


eYoart =) 1. Number : Number of handlers : Volume of 
and . ‘ handlers ' purchasing milk : inter-handler 
Month + reporting + from other handlers ' sales 
‘ ms Pounds 
1934 : : ; 
July 33 6 10,577 
Mugust 33 us 9,901 
September : BA ‘ 3 8,019 
October 33 5 ‘ 13,525 
November : 33 7 rh 105,687 
December : 30 12 80,982 
1935 
January 30 | 1? 86,009 
February :. 30 ; 16 tlhe bel 9 Do 
March 26 ag Ppa alipiois 
April 36 19 : 183,549 
May 37 : 9 70, 315 
June BS ae: 2 ie Leekoe | 
Total } + + 857,149 


Compiled from réports of the Market Administrator. 
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Shipments of milk and dairy products from the Fort Wayne Area 
in 1933 were also reported by the Bureau of Railway Economics. They 
amounted to 410,392 pounds of milk and cream, 424,383 pounds of evapor-— 
ated or. condensed milk and 4,134,204 pounds of butter. 


The milk used for fluid purposes in the Marketing Area is produced 
in the counties of Allen, Adams, DeKalb, Noble, Whitney and Wells, in 
Indiana, and the counties of Paulding, and Van Wert, in Ohio. All of the 


cream used for consumption as fluid cream is also produced in these same 
counties. — 


‘Section 8c (1) of the Agricultural Adjustment Act, as amended, 
provides that: "The Secretary of Agriculture shall, subject to the pro- 
visions of this section, issue, and from time to time amend, orders 
applicable to processors, associations of producers, and others engaged 
in the handling of any agricultural commodity or product thereof specified 
in subsection (2) of this section. Such persons are referred to in this 
title as 'handlers!. Such orders shall regulate, in the manner hereinafter 
in this section provided, only such handling of such agricultural commodity, 
or product thereof, as is in the current of interstate or foreign commerce, 
or which directly burdens, obstructs, or affects, interstate or foreign 
commerce in such commodity or product thereof." 


Section 8c (5) (A) of the Agricultural Adjustment Act, as amended, 
states that: "In the case of milk and its products, orders issued pur- 
suant to this section shall contain one or more of the following terms and 
conditions, and (except as provided in subsection (7)) no others: 


"(A) Classifying milk in accordance with the form in 
which, for the purpose for which, it is used, and fixing, 
or providing a method for fixing, minimum prices for each 
such use classification which all handlers shall pay, and 
the time when payments shall be made, for milk purchased 
from producers or associations of producers. Such prices 
shall be uniform as to all handlers, subject. only to 
adjustments for (1) volume, market, and production differ-— 
entials customarily applied by the handlers subject to such 
order, (2) the grade or quality of the milk purchased, and 
(3) the locations at which delivery of such milk, or any use 
classification thereof, is made to such handlers.!! 


. fs we pointed out before, much of the milk in the Fort Wayne, 

' Indiana, Marketing Area either moves across State lines as milk or cream, 

or becomes mixed with milk which has crossed State lines. The question 
as to the degree to which the regulation of commerce in milk as specified 


es 


in the proposed marketing agreement and proposed order must be extended & 
to the handling. of milk that does not move across State lines, or does 
not become mingled with the milk which has moved across State lines, 
obviously depends upon the extent to which the handling of such milk 
burdens, obstructs, or affects the interstate commerce in milk in the 
Fort Wayne, Indiana, Marketing Area. ‘ 


The proposed marketing agreement and proposed order fixes the 
prices which handlers shall pay for milk purchased from producers or 
associations of producers, and the prices fixed are probably higher than 
those that would prevail if there were no Federal license in effect and 
if there were no marketing agreement or order in effect. If prices 
were fixed with respect to that milk which moves across State lines or 
becomes mingled with milk which has moved across State lines, and were |. 
not fixed for milk that did not move across State lines or become mingled 
therewith, it would be impossible for any marketing agreement and order 
_to raise prices to producers and to effectuate the policy of Congress as 
stated in the Agricultural Adjustment Act. 


The reason for this is that, if prices are fixed by the marketing 
agreement and order for some milk above what would be the case otherwise, 
it would be to the interest of handlers to change their sources of supply 
in order to procure milk with respect to which prices were not fixed, i.e., 
milk not moving across State lines or becoming mingled therewith, which 
would probably sell at prices lower than the level of prices set in the 
proposed marketing agreement and proposed order. This is especially so 
under the plan set up in the proposed marketing agreement and proposed 
order in.which some of the surplus is spread over all producers. Handlers 
buying milk in Indiana only could buy milk at a price which handlers 
complying with the marketing agreement and order would be paying their 
producers, which would be a combination of fluid price and excess price, 
and possibly at a somewhat lower price, but sell all their milk as fluid 
milk. In this way, they would receive some milk at excess prices even 
though they sold it as fluid milk at fluid milk prices. Thus, not only 
would a large volume of milk moving across State lines or becoming 
mingled therewith be sold at excess prices, but the prices received by 
farmers in other States would be lowered and some of them would probably 
be left without any market for their milk. 


It is obvious that the competition between milk from different 
sources would bring about the results set forth in the preceding para- 
graph. Furthermore, handlers who handle milk in the Fort Wayne, Indiana, 
Marketing Area have not priced milk differently to different producers 
in the past in accordance with the State of origin of the milk. 


The foregoing facts and considerations demonstrate conclusively 
that much of the milk handled in the Fort Wayne, Indiana, Marketing Area, 
especially during certain seasons of the year, actually moves across 


§ 


- 


a 


State lines or is directly mingled with milk which has moved across 
State lines, and that, in order to regulate the handling of such milk 

so as to effectuate the policy of Congress as stated in the Agricultural 
Adjustment Act, the handling of all other milk which is handled in the 
marketing area must also be regulated in the same manner. 


PART v. 


The Classification and Prices of Milk Provided by the 
Proposed Marketing Agreement and Proposed Order. 


. & general discussion of the price structure for milk is set 
forth in Technical Paper No. 1, published by the Dairy Section of the 
Agricultural Adjustment Administration. 5/ In this paper it is shown 
that the classified price plan of selling milk to distributors develops 
from the competition among distributors to secure an even supply of milk, 
or, rather, a supply of milk that is closely related to such distributors! 
requirements for milk for their fluid milk trade. This paper also shows 
how differences in (1) costs of transporting a unit of milk in fluid form 
and the product equivalent of a unit of fluid milk, and (2) varying 
sanitation requirements applicable to milk produced for fluid use and 
milk produced for use in manufactured dairy products, affect the differ~ 
ential between the price of milk used for different purposes. 


A. Provisions of the proposed marketing agreement and proposed 
order. 


ee yerbee classes of mill are specified in the proposed marketing 
agreement and proposed order, namely: 


Class I — all milk sold or distributed as milk and 
not specifically accounted for as Class II, 
Class III or Class [IV milk. 


Class II - all milk used to produce cream for con- 
_ Sumption as cream. 


Class III - all milk sold as flavored milk or milk 
drinks, buttermilk, cottage cheese, con- 
densed milk, evaporated milk, powdered 
milk and cream for the manufacture of ice 
cream. : 


Class IV - all milk specifically accounted for 
(a) as being sold, distributed or disposed 
‘of other than as Class I, Class II, or 
Class III milk and (b) as actual plant 
shrinkage within reasonable limits. 


5/ EH. W. Gaumnitz and 0. M. Reed, The Price Structure for Milk, Technical 


Paper No. 1, Dairy Section, A-A.A., U. S.» D. A. (Appendix A.) 
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The area supplying milk to the Fort Wayne , Indiana, Marketing pp t 
Area is a surplus area, i.e., more than enough milk is produced in ea 
area than is nécessary to meet the demand for fluid milk and cream in 
the marketing area. Hence, in order that the market will ‘have enough © 
milk to take care of the daily fluctuations in the need for milk and 
cream, some surplus milk mst be handled and such surplus is classified ‘ 
according to the use made of it by handlers. 


The classification and prices provided in the proposed marketing 
agreement and proposed order relative to milk produced for sale in the 
marketing area appear reasonable in light of the facts that are avail- 
able relative to supply and demand conditions and to the sales and uses 
of milk in the Fort Wayne, Indiana, Marketing Area. Such facts are set 
forth in detail in the following discussion. 


B. Use classification. 


Prior to the effective date of the federal milk license 
for the Fort Wayne milk market on July 1, 1934, almost all the producers 
were paid a flat price for all milk. ‘The other producers were paid as 
follows: 


Up to 1931, paid a flat price for all milk. 


January 1932 - May 1932, paid on a base and surplus 
plan 61 percent base 
39 percent surplus. 


May 15, 1932 - January 15, 1934, paid a flat price 
Or be mt Li. 


January 15, 1934 - July 1, 1934, paid on a classified 
price plan as follows: 


Class I Milk - 52 percent at approximately $1.75 per cwt. 
Class II Milk -— 16 percent " 1.25 per cwt. 
Class III Milk - 32 N 1 butterfat prices. 


Federal license No. 64 effective July 1, 1934, provided that 
handlers in the Fort Wayne Sales Area pay for milk according to use 


with three classes established. Olass I milk was defined as all milk . 
used by handlers as whole milk for consumption as milk. Class II milk 
was all milk used to produce cream for consumption as cream. Class III r 


& 


milk was all milk used by handlers in excess of Class I and Class II. 


- 
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The license had not been in effect for long before it was 
realized that three classes of milk were not adequate for the class- 
ifying of milk in the area. As shown in Figure 1, there are several 
condenseries, creameries and cheese factories in the area which represent 
an alternative market for the milk of producers supplying the Fort Wayne 
Marketing Area. At certain times in the year, handlers sell milk in 
these outlets and it was felt by the producers that such a use of the 
milk was entitled to a higher classification than milk used for the 
INManufacture of butter. At that time it was also felt that because 
these outlets provided at all times an alternative outlet for surplus 
milk that no other class of the milk was necessary. However, because 
handlers had always used part of their supply for the manufacture of 
butter and had so organized and operated on that basis a fourth class 
of milk was provided for classifying milk used for the manufacture of 
butter, 


Operation under the amended license disclosed the fact that the 
market was agreed that handlers should not have their wastage and shrink~— 
age classified higher than the class for butter, and on August 16, 1935 
license No. 64 was further amended placing the milk sold by handlers as 
milk or cream to condenseries, cheese factories, and ice cream factories, 
or used by handlers to produce ice cream or ice cream mix in Class III. 
Class IV included all milk used by handlers in excess of Class I, Class II 
and Class III. This classification of milk was evidently agreeable to 
handlers and producers in the market and has remained in effect from 
August 16, 1935 up to the present time, 


The same classification as is now provided in the Federal License 
effective in this area is provided in the proposed marketing agreement 
and proposed order, with the minor change that all milk not specifically 
accounted for above a reasonable allowance for shrinkage shall be 
considered Class I. Such a provision is to insure that handlers who 
do not keep adequate records are paying the full price for their milk 
as the handlers who do keep good records. However, it is realized that 
milk does have some shrinkage for plant loss of wnich no adequate record 
can be obtained, A reasonable amount of such shrinkage or plant loss is 
allowed to be classified as Class IV. 


During the year 1935 the percentage of all milk reported used 
as Class I varied from 69.7 percent in March to 49.2 percent in June, 
The percentage of all milk used as Class II varied from 10.1 in July 
to 14.4 in December. The percentage of all milk used as Class III and 


Class IV compined varicd from 40.5 in June to 16.9 in March. (See Table 10.) 
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These wide variations in percentages used in each class arise 
from the fact that the amount consumed as fluid milk and cream does not 
fluctuate to the same extent as production and although handlers cannot 
use all the milk as Olass I and II they must handle large seasonal Surpluses 
in order that they may be assured of an adequate supply in the short seasons, 


C, Minimum Prices to be Paid Producers Provided : by the 
Proposed Marketing Agreement and Proposed Order, 


The minimum price for Class I milk according to the terms of the 
Proposed Marketing Agreement and Proposed Order, for milk testing 4 percent 
butterfat content, delivered from the producer's farm to the handler's 
plant located in the Marketing Area is $2.25 per hundredweight. 


The minimum price for Class II milk proposed for milk delivered to 
handlers! plants located in the Marketing Area is four (4) times the average 
price per pound of 92-score butter at wholesale in the Chicago market as 
reported by the U. S. Department of Agriculture, for the delivery period 
during which such milk is purchased, plus 30 percent thereof, plus 20 cents, 


The minimum price for Class III milk proposed for milk delivered 
“to handlers! plants located in the marketing area is four (4) times the 
average price per pound of 92-score butter at wholesale in the Chicago 
market as reported by the U. S. Department of Agriculture, for the delivery 
period during which such milk is purchased, plus 30 percent thereof, 


The minimum price for Class IV milk proposed for milk delivered 
to handlers! plants located in the marketing area is four (4) times the 
everege price per pound of 92-score butter at wholesale in the Chicago 
market as reported by the U. S. Department of Agriculture for the delivery 
period during which such milk is purchased plus 10 cents, 


D, Price History of the Fort Wayne, Indiana, Market, 


1. Farm price of milk sold wholesale, The average annual farm 
prices per hundredweight of milk sold wholesale in the states of Indiana 
and Onio, for the period 1910 to 1935, inclusive, are shown in Table Lis 
During this period these prices reached a high point of $3.38 per hundred- 
weight in Indiana in 1919, and $3.41 per hundredweight in Ohio in 1920, 
During the depression of 1921 and 1322, these prices declined materially. 
Some slight recovery in the farm price of milk sold at wholesale in 
Indiana and Ohio was made in 1923, but from that period to 1929 the farm 
prices remained relatively stable. With the advent of the depression in 
1929 and 1930 the farm price of milk sold at wholesale in Indiana and 
Ohio dropped much farther than during the 1921 depression, reaching a 
low point of $1.32 per hundredweight in Indiana in 1933, and $1.13 per 
hundredweight in Ohio in 1932. Since 1933 these prices have increased 
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Table 11 - Farm price of Milk sold wholesale, per hundredweight in 
Indians and Ohio, 1910 - 1935. 


Compiled from reports 


DAvVrsLom Oo 


Year we, .» Indiana, Ohio 
pe ee ee ge A apna senpyeete Rial It ane. 
; ‘ Dollars Dollars 
1910 1.69 1.51 
1911 : she wd®) 1.43 
1912 1.68 1.55 
1913 ate ; 1.65 
1914 1.79 ; eligges) 
1915 i72 1.60 
1916 NO ee 1,02 
1917 pide 2.45 
1918 2.97 ; 3.06 
1919 3.08 3.35 
1920 3.25 3,41 
1921 ; 2.28 2.40 
1922 2.03 ae0n 
1923 2.57 m, 2.57 
1924 2087 2.26 
1925 2057 2.40 
1926 2.42 2.40 
1927 ; 2.50 em 
1928 2.53 2.50 
1929 2.54 2.52 
1930 ; 2.23 a ne 2.19 
Toh. rm wig 75 1.62 
1932 ; 1.40 : 1.13 
1933 ioe 1.16 
1934 1.48 ; 1550 
1935 ; 1.58 1.64 


of the Bureau of Agricultural Hconomics, 
f Crop and Livestock Hstimetes. 
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somewhat, but are still materially below the 1929 level. 


<«» Handlers estimated buying prices per hundredweight of 4 per- 
cent milk used for city distribution. The estimated prices paid by 
handlers for Class I milk in the Fort Wayne market (f.0.b. city) by months, 
August 1927 to June 1936 are shown in Table 12, From the high point of 
$3.10 per hundredweight in Jamary, 1929, such prices fell to their lowest 
point in November 1932 when the estimated price paid by handlers for Class I 
milk in the Fort Wayne Marketing Area was $,99 per hundredweight, When 
license No, 64 for the Fort Wayne, Indiana, Marketing Area, became 
effective on July 1, 1934, the Class I price was established at $1.85 per 
hundredweight for 4 percent milk, Supply and demand conditions changed 
to such an extent that the producers association negotiated an agreement 
with the handlers in the Fort Wayne Marketing Area whereby the handlers 
agreed to pay $2.00 per hundredweight for Class I milk, and license No. 64 
was amended June 19, 1935 increasing the Class I price from $1.85 to $2.00 
per hundredweight for 4 percent milks The Class I price of $2.00 per hundred. 
weight has remained in effect from June 19, 1935 up to the present time, 


The formula for determining tne Class II price in the Fort Wayne 
Marketing Area has remained the same since the license was made effective 
July 1, 1934, This formula is as follows; four (4) times the average 
price per pound of 92-score butter at wholesale in the Chicago market, as 
reported by the’ U. S. Department of Agriculture for the delivery period 
during which such milk is purchased, plus 30 percent thereof, plus 20 cents. 


The Class III and Class IV prices charged handlers under the 
license have already been discussed briefly under "Use Classification," 


Table 13 shows the prices paid by handlers for 4 percent milk per 
hundredweight by classes under license No. 64, as well as the weighted 
average price of all milk pooled, f.o.b. Fort Wayne, during the period 
July 1934 to arch 1936, inclusive. Even though the percent of the 
total milk pooledusedm Class III and Class IV for the first 3 months 
of 1936 was higher than for the corresponding 3 months in 1935, the 
weighted average price for the first 3 months in 1936 was approximately 
10 cents per hundredweight higher than for the corresponding period in 
1935, The higher average price for the first 3 months period in 1936 
over the same period in 1935 was due principally to the higher price paid 
for Class I milk, « 


5. Class prices, Prior to the adoption of the Federal iilk a 
License on June 30, 1934, the majority of distributors Palas Lor mile vis 
tne ¥ort Wayne Marketing Area on a flat price basis. However, one of the 
larger distributors had a basic-surplus plan for purchasing milk in 
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operation for about two years prior to the time the license went into 
effect, . : ; . 


When the license was put into effect, a classified price plan 
was introduced with Class I, Class II and Class III prices provided € 
instead of a flat price for milk. On June 16, 1935 a fourth class was 
established for the Fort Wayne market. 


. a. Class I price, A minimum Class I price of $1,85 per hundred 
pounds of 4,0 percent milk, f.o.b. Fort Wayne, Indiana, was set at the 
time the license was put into effect. This minimum price remained in 
effect until June 19, 1935 when the minimum Class I price was raised to 
$2.00. (Table 13.) From July, 1934 ~ May, 1936, Class I prices averaged 
$.42 per hundredweight over the condensery price paid in the area, This 
does not appear to be unreasonable in view of the quality requirements for 
this market and the fact that over 28 percent of the entire milk supply 
from July, 1934 - May, 1936 was surplus milk whicn was sold at Class III 
end IV prices, . 


.6. Class II price. The Class II price, as computed from the 
formula set up in the license, exceeded thé Class I price as established 
by the license in January, February, and April of 1935 and again in 
February of 1936, The formula established under license, No, 64, for the 
computation of the Class II price and now proposed is as follows; 
four times the average price per pound of 92-score butter at wholesale 
in the Chicago market, as reported by the United States Department of 
Agriculture for the delivery period during which such milk is purchased, 
plus 30 percent thereof, plus 20 cents. Because of the wide fluctuations 
in the price of Chicago 92-score butter, the Class II price fluctuated 
between a low point of $1.42 in June, 1935 to a high point of $2.06 in 
February, 1936, ane 


During the period July 1, 1934 - May 31, 1936, under the Federal 
license, the average price for Class II milk was $1.54 for a hundred 
pounds of 3,5 percent milk, The condenseries near the Fort Wayne milk 
shed paid during this period an average price of $1.35 for e hundred 
pounds of 3.5 percent milk, (See Table 14.) Assuming that the average 
hauling rate of $,25 per hundred pounds for the Fort Wayne market would 
be the rate charged for hauling milk to condenserices in the area, producers 
Shipping to the Fort Wayne market have received $.19 more for their Class II - 
milk than wag. paid at condenseries during the period the license has been 
in effect. , he 
The formula for establishing the price for Class II milk is based } 
on tne Chicago wholesale butter market plus 30 percent,! which is approxi- 
mately what condenseries pay for milk, twenty cents is added for the 
somewhat better quality of milk received from fluid milk producers and 
for the conveniences of having the nearby supply. 
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Table 13 - FORT WAYNE, INDIANA: 


Compiled from reports of the Market Administrator, 
Fort Wayne Sales Area 
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per hundredweight by classes and 
weighted prices for all milk delivered 


£.0.b, city, monthly, July 1934 - 


Prices paid by handlers for 4% Milk 


May 1936 
Year Pee 
and. Cieass 2s these sll csp ClessuLil Class IV! Weighted 

Month oh ‘ : < ; Price 
;  @volleus Dollars  % Dollersmang *7LHolLers st Dollars 

1934 ‘ : ; 
July des oe 1.43; 4 1.04 jae - : 1,55482 
August pss Ha 1,57 ao ” 1.57971 
September} aacls ie WROD | 1,09. tals 2 « (! 1 5S066 
October: 1.85 apa" dep eC am hie 2 b> glypegle 
November ; TB5) 3 7S oe A 2G" Hee: - + 167686 
December . 1.85) Le? 4 su sulk Bile 2:28 u po Leo Soe 
Average : Wea vt A ie Leo: ie ~ : 1.60079 

1935 a di ; 
January (pe cdme 1.89 140 jek hs : 1.76074 
February so ae Zyq oe : 1750 al: = to ah lao Oeatms 
March ce 2 Lacon Zo. tae - : ay Pao oe 
April ; Heo8- s TEGO 4 Ae at a, a - Phar asee 
May : 2600 meee oe La - Cy ees Cel 
June 2700") | eg) "0: OO Wee oh MEOS WEA 
July : 2100/4 HD ie 98 Lele eeu be Oe he Lg 7088 
August 200 | Oy eae Lee tay Ae Oe ; eb weep Ge 
September | 2500) boon PB Lee, tees Pte : 1.69358 
October 2500) 1.61 Age Oe: ee Lee + p98 4 
November ZEA 1.84 : LSS Ga! E36 Leo en 
December 2100 | eas) it: ECG mas | eae : | Gepesan 
Average 1.95% 1270 Lose: (Ly a le le ' 1,73388 

1936 : 
Jamuary 2300), pais 1 ts GG) eye) Lea : 1.86600 
February Peon: 4 2.06 Legeu ire Ce Se * 1.90500 
March pe0o 1.82 1956) Bre ie- 1835 : 1.83064 
April Weeks 1.74 1/48 Sk Ge idne29 Su yaa 
May 20M x4 a) LEC SE DO i >) (DRS1ESS 
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c. Class III price, Thé formula for calculating the minimum 
Class III price under the Federal license is as follows: four times 
the average price per pound of 92-score butter at wholesale in the 
Chicago market as reported by the United States Department of Agriculture 
for the delivery period during which such’ milk is purchased, plus 25 per-" 
cent. The Class III price under the Federal license during the period 
July 1, 1954 to May 31, 1936 averaged $1.19. (3.5 percent milk) This 
average price was 16 cents lower than the average price paid by the 
condenseries operating adjacent to this area, 


It is now proposed that the formula be increasdéd to Chicago 
wholesale butter plus 30 percent in order to bring that price more in 
line with the prices paid by condenseries, 


d. Class IV price, The formula for calculating the minimum 
Class IV price (introduced on June 19, 1935) under the Federal license 
and now proposed is as follows: four times the average price per pound 
of 92-score butter at wholesale in the Chicago market as reported by the 
United States Departmant of Agriculture for the delivery period during 
which such milk is purchased, plus 10 cents, 


The Class IV wrice under the Federal license during the period 
July 1935 - May 1936 averaged $1.12 per hundred pounds of 3.5 percent 
milk, This average grice was 27 cents lower than the average price paid 
by condenseries operating adjacent to this area. Because most of this 
Class IV milk is used for the manufacture of butter, the formula proposed 
for pricing the clags of milk is based on the Chicago wnolesale butter 
market with a $.10 per hundredweight charge for the skim milk delivered, 
The value of the overrun is allowed the handler for his expense and 
trouble in taking eare of the surplus milk, 


4. Butterfat differential, 


The history of the butterfat differential is presented in 
Table 15, The butterfat differential varied from $.05 per 1/10 ole 
percent per hundredweight from 1922 to 1931 to approximately $.03 per 
1/10 of a percent per hundredweight in 1934 ond 1935, During the period 
Since 1922 the prevailing test of butterfat in milk sold by handlers 
has tended to increase from approximately 3,6 percent to about 3.9 per- 
cent. (See Tabie 16) 


Tne bupterfat differential, in a market where standardization is 
practiced, must be in line with the price for which the handler could 
buy the additional butterfat he wants, In this market, because of 
health regulations, the cheapest a handler can buy butterfat for use in 
fluid milk ib the value of butterfat in Class II milk which has been 
$.03 per hundredweight. . se 
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Table 16. 
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Prevailing Butterfat Test of } 
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PART VI. be 4 .’ 
Demand Conditions in the Fort We ayne, Indiana, Marketing Aree. * 


Mithoueh ¢ no data have been enue on factory payrolls in the Yort 
Wayne Marketing Area, business conditions tend to follow closely the 
trend of employment in Chicago. Enployment in manufacturing industries, 
in Chicago, Illinois, in 1935 was’ 104.1 percent of the employment in 
November 1931. ‘The average index of employment for 1935 shows a gain 
of 2 percent over 1934, and a gain of 15.2 percent over 1955, (See Table 17.) 
Indexes of payroll totals in manufacturing industries in Chicago, llling@e 
were considerably higher in 1935 than in 1934 and ‘1933. The index of pay 
roll totals in 1935 shows a gain of 6.4 percent over 1934, and 25.9 percent 
over 1933. (See Table 18.) These data indicate that the purchasing power 
of wage earners in the Area is steadily increasing. | 


Unemployment in Fort Wayne, Indiana, shows a very marked decrease 
during the period November 1934 to June 1935. The number of cases on 
direct relief decreased from 5,220 in November 1934 to 2,758 in June 19Sey 
or approximately 48 percent, During this same period the total cost of : 
relief decreased from $84,799.17 in November 1934 to $37,553.91 in June | 
1935, or a decrease of approximately 56 percent. There was little change 
in the number of cases on work relief and tne cook of work relief declined 
only slightly. (See Table 19.) 


Furtner evidence of improved demand conditions in the area is con- 
tained in teble 20, showing total bank debits in Fort Wayne, Indiona, 
during tne period July 1933 - June 1935. Hach month in the period July 
1934 - June 1935 shows an increase in aed deposits in Fort Wayne, Indiana, 
compared with tne period July 1933 - June 1934, 


‘The ‘sidnthly Review of Business Conditions, issued by the Federal 
Reserve sank of Chicago, May 15, 1936, for the Seventh Federal Reserve . 
District, shows that the number of wage earners in 14 industrial groups 
increased 1.5 percent for May 15, 1936, over April 15, 1936, During this 
same period the earnings of wage earners incrcased 2.1 percent. (See Table 216 
_Furtner indications of the increases in demand are presented in the review. 
Passenger automobile production was 26 percent higher in May 1936 than in * 
> 


May 1935, Department store sales increased.15.3 percent, building con- 
tracts, 91.9 percent, and pig iron production, 50 percent in May 1936 
as compared with May 1935, 


The manufacture of agricultural implements and machinery is one 


= of the major industrial enterprises carried on in Fort Wayne, Indiana. 
‘The International Harvester Company's branch plant is located at Fort 
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Table 203 


Month 


January 
February 
March 
April 
May 

June 
July 
August 
September 
October 
Novenber 


Decenber 


we ce mene mw ae sees ecaseonne 


Sie 


Total Bank Debits in the Fort Weyne Area 


July 1933 - June 1935 


1935 


Dollars 
23,392,000 
23,406, 000 
20,027, 000 
26,155,000 
27,810,000 


26,167,000 


1934 


Dollars 
20,794,000 
18, 823,000 
22, 750,000 
22,566,000 
26,413,000 
24,162,000 
23,054,000 
22,202,000 
20,942,000 
20, 605,000 
25,260,000 


23,827,000 


ee or 


1933 


Dollars 


21, 237,000 
19,587,000 
19,518,000 
19,815,000 
19,871,000 


21, 228,000 


Compiled from the Annual report of the Market Administrator 
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Table 21.- Bmployment and Earning 


Chicago. 


Week of May 15,1936 Change “from Apr. 15,1936" 


af Other than Vehicles. 


-~ 37 


Distn c 


P| Illinois, Indiana, and Wisconsin. 


s - seventh Federal Heserve 


Industrial ‘Reporting Wage Earnings Wage Earnings 
Groups Firms : Earners (000 ' Harners 
— MAMA LGA) ntinathe 9 sl el oe oe 
‘Number } Number : Dollars : Percent : Percent 
DURABLE GOODS . | 
Metals and Products 1/: 1,463 : 365,m0 | Deh 36 Motes + 305 
Vehicles .  ReSs15 SIND OOM Lageck iene deg + Dei 
Stone, Clay and Glass ! 251 20,370 ee oh 
Wood Products + gieie 41,510 : (sUbarhe sack agi. a) Des 
Total mm 2,472 (hq, Rawr 25564" to o+ele]> om) SHUBe2 
NON DURABLE GOODS : 3 
Textiles and Products ! 322 GOvE32 at aeteOeded of vf=2120 nofreme as 
Food and Products 725 95,%6 : 2,251 + 4.4 “cabarets 
Chemical Products 227 en Orne 7o4 $4263 dey-te omens 
Leather Products ney 254 Ton a) WEG nese Sees 
Rubber Products 33 £49009 @«: 34 + 1.7 + 55 
Paper and Printing. ‘ 629 1OCBe hm us EALS ELS + 0.2 tod cpebisleg yt 
Total neegO 7S COS sO0G test aes sOb2n ni aothietee gue aoWeey 
Total Mfg., 10 Groups : 4,544 ‘1,063,176 + 25,526 Sewer Tso a pages es 
Merchandising 2/ ey, POOG0G 2, 2651 ee ers. ean 
Public Utilities 160 Sit 4k By Pll amtesbical Sadcie bua’) Cee 
Coal wining 26 5,021 : Lin ee ee ee 
Construction ty Paws SO HP leet 279. + =+20.6 +27. 
Total Non- iffe., Oa a ed DL at) Saye a tales os | Ode 
4 Groups 
Total 14 Groups 7,454 1,295,160 a Oe iy chore ain pee eal: 


Compiled from the Montnly Revicw of Business Conditions, Federal Reserve Band of 


Weyne, and in the summer of 1935 a new million dollar addition to its 
brench plant was under construction. Also, the district sales and 
assembly plant of the John Deere Plow Company is located at Fort Wayne. 


B. The Trend of Milk Consumption - Fort Wayne Marketing Area. 


Tae Fort Wayne Board of Health has released some figures on con- 
sumption of milk in the metropolitan area during the period 1921 - 1935. 
(See Table 22.) These figures indicate that the per capita consumption 
of fluid milk in Fort Wayne was lowest in 1921 and that the trend was 
upward to 1928 when the daily per capita consumption of milk reached 
.940 pounds. Since 1928, the trend in the daily per capita consumption 
of milk in Fort Wayne nas been downward, reaching .563 pounds in 1933. 


The Market Administrator of the Fort Wayne Milk License has com- 
piled some figures on milk consumption in the Fort Wayne Marketing Area 
during the period July 1934 - June 1935. These figures indicate that 
consumption of milk in the area is hignest during April end May and lowest 
during November and December, (See Tapdle 23.) However, these figures are 
not comparable because a resale price war was in progress in the market 
during five months of this period (December 1954 - April 1935), the retail 
price of quarts dropping from 10 to 6 cents. The low price to consumers 
undoubtedly increased consumption of milk during this period, especially 
since the reduction in price was made only on quarts and the prices 
charged consumers for milk in quarts and pints were the same during part 
of this period. This policy would have the effect of shifting the demand 
for milk from pints to quarts. ; 


C. Sanitation Requirements. 


The Fort Wayne, Indiana, health regulation ordinance passed in 
1922 provides for four grades of milk. 


le Grade A raw milk must have a bacteria count of less than 
30,000 per cubic centimeter at the time of its delivery to consumers. 
The enimels producing such milk must be free from disease, tuberculin 
tested annually and must be physically examined once a month, 


2. Grade A pasteurized milk must not nave more than 500,000 
bacteria per cubic centimeter when delivered to pasteurizing stations in 
the city, and 30,000 when delivered to consumers. The enimals producing 
such milk must be tested annually for TB and must have a physical exan- 
ination semi-annually. 


eS 


Table 22, FORT WAYNE, INDIANA: Population of area end apparent total 
consumption of milk, daily average 
eo consuription of milk and daily per 
capita consumption of milk, 1921-1933. 1/ 


—_— 
a Sc TE TE a I ET 
‘ f ‘ 


- Populetion. of ota... Total ' Daily average : Daily per capita 
Year: area consumption: consumption consumption ; consunption 


covers of milk of milk of nilk 


' 5 ‘ 
oe EE EE EEE ei 
' T 


Number . Thousend pounds Pounds Pounds 
1921 ! 93,000 ! 12,831 3 35,154 : 1378 
1922 | 3 | ; | 
1923 : 102,982 3 19,170 : 52,521 : 510 
1924 3 100,000 : 21,973 : 60, 200 : 602 
1925 3 100,000 3 19,163 : 52,500 3 525 
1926 : 110,000 3 25 ,094 3 68, 750 : | » 625 
1928 105 ,300 : 36,128 : 98,982 : 940 
1929 : 120,000 3 33,770 3 92,520 3 271 
1930 : 125,000 : 28,150 3 77,125 3 617 
1931 3 125 , 600 3 CSCI) 3 86,000 ; 688 
1932 m 121,300 : 30,195 627727 3 682 
1933: 122,000 25 ,070 68,686 : 563 


. 


B i1/ As reported by the City Board of Health. 
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Table 23, FORT WAYNE, INDIANA; Per capita consumption of fluid Hilk. uy 
July 1, 1934 - June 30, 1935. 


re ee ee ee 
patotal Sales: Daily . Per Capita : Per Capita . Resale 
Year and ' of Bottled | Average : Per Day i Per, Day | Price per 
Month ; Milk : Consumption :! Consumption ; Consumption ; Quart 
Pounds Pounds Pounds | Ae ' Cents 
1934 
July Cue leiee. cocam: seyele ee 4832 ; 4295 + ea 
August Dl sGee oper. 54,310 .4723 .4198 10 
September: 1,613,118 : 53,771 ; .4676 : 4156 ne 
October : 1,676,438 : 54,078 : 4702 -4180 10 
November : 1,550,556 } Bly, 6655 4494 55094, sie Tne 
December : 1,506,963 | 48,612 4227 3758 : 6-10 
1935 ; 
jemaary ‘1,719,907. 3 55,481 4824 4288 : 6-7 
February : 1,622,539 : 57,948 ‘ $5039 4479 : 6-7 
March hehe Bob eoR aun: 56,032 ; .4872 04331 : Gate 
April  . 1,674,087 | 3 62,469 ; »5432 .4828 L  6—t 
May 31,898,405 } 61,238 ; ~5325 4733 eae 
June : 1, 425,575 Ge 57,519 .5002 4446 > eae 
a ae aE et 
Average at G2 cA aia) (.Ond ; 4843 : ~4306 | Ose Ge 


Compiled from the annual report of the Market Administrator, License No. 64 


1/ The above figures are adjusted to approximate 100 percent of milk in the market, 
since 91 percent of ell nilk sold has been reported to the Market Adninistrator 
for the year. 100 percent has been reported for five delivery periods. It is 
possible to adjust the reported sales to a 100 percent market with a fair de- 
eree of accuracy. 


DE 


3. Grade B pasteurized milk must not have more than 500,000 
bacteria per cubic centimeter when delivered to a pasteurizing and 
bottling station in the city; and 50,000 when delivered to consumers. 
The animals must be tested annually for TB with a physical examination 
every six months, 


4, Grade C milk can be pasteurized for use in manufacturing 
and cooking only, The bacteria count must not exceed 1,000,000 per cubic 
centimeter when delivered to the pasteurizing station and not more than 


50,000 when delivered to consumers. It can be delivered to consumers 
in cans only, within 36 hours after pasteurization. 


| _ All milk used for buttermilk must be of such quality that, when 
fresn, it could be sold as Grade A Pasteurized or Grade B Pasteurized. 


No grade of milk, skimmed milk or cream can be received and placed 
in a final container at a plant where another grade of milk, skimmed milk 


or cream is bottled, canned or placed in other final containers. 


Tuberculin tests of cattle and plate count tests of pasteurized 
milk are made regularly by the Board of Health. In addition, the larger 
dairies make methylyne blue tests in the summer months and most dairies 
take sediment tests the year round. 


PART VII. 


The Supply Conditions in the Area Supplying Milk to the Fort 
Wayne , Indiana Marketing Area, 


A. Location and boundaries of the Fort Wayne, Indiana, milk 
supply area, 


1. Counties in which Fort Wayne milk supply originates. 


The milk which enters the Fort Wayne milk market comes 
from the two states, Indiana and Ohio. Producers who supply 
milk to this market are located in the following counties: 
Adams, Allen, DeKalb, Huntington, Noble, Wells and Whitley in 
Indiana; Paulding and Van Wert in Ohio. (See Figure 1.) 


2. The total area and location of producers in the 
Fort Wayne, Indiana milk shed. 


The market milk supply of the Fort Wayne, Indiana 
market is drawn from an area of approximately 25 miles from 


“& 4D o 


the city of Fort Wayne. There are no country receiving 
stations located in the area. All milk is delivered direct 
to the handlers! plants in the marketing area, 


Within an area of approximately 40 miles of the city 
of Fort Wayne, there are located 5 condanseries, 5 cheese 
factories and 18 creameries. (Sco Table 24.) Some of these 
manufacturing milk plants border on the Fort Wayne milk supply 
area and one condensery is located at Fort Wayne, so that the 
milk producers supplying the Fort Wayne milk market are intermingled 
with producers supplying the manufacturing milk plants in the area. 


3. Competing markets for milk produced in the area. 


The condenseries, cheese factories nd creameries in the 
area compete with the Fort Wayne fluid milk market for their 
milk supply. These milk plants represent alternative markets 
for the milk of the producers and the prices paid to producers 
by these plants determines to some extent the market to which the 
producer will send his product. If the price differential 
between the milk used to supply the fluid milk market and the 
milk used to supply the manufactured milk plants is wide enough 
to compensate the producers to go to the added expense of producing 
milk for the fluid milk market we can expect producers to shift 
from the production of milk for manufacturing purposes to the 
producing of milk for fluid milk purposes in the Fort Wayne 
market, On the other hand, if the price paid for milk by the 
manufacturing plants is more favorable relative to the price 
paid for milk by the fluid milk handlers in Fort Wayne, it can 
be expected that some producers will tend to shift from the 
production of milk for the fluid milk market to the production 
of milk for the manufacturing milk plants. 


During certain short periods, however, the average price 
paid to producers may be below the price paid to producers by 
condenseries in the area. If producers shifted freely from 
the fluid milk market to the manufactured milk market when the 
relationship between the prices paid to producers for milk in the 
two markets was favorable to the latter, and vice versa, the 
condition noted above could not prevail over any extended period 
of time. er 


In any market, where there is a lars? potential supply of 
milk and cream intermingled within the fluid milk supply area, 
or even surrounding the area, the prices paid for milk in the 


Table 24, Creameries, Cheese Factories and Condenseries located in 
the Fort Wayne Milk Supply Area. 


Company 


Creameries 
Iola Terry 
Parlor City Creamery 
Kraft-Phenix Corp. 
Staley Dairy Products 
Eskay Dairy Co. © 
F., H. George & Co. 
Schlosser!s Creamery 
ProCcucts, . Tne. 
Sherman White & Co. 
State Creamery 
Meadowbrook Farms 
State St. Creamery 
Sunrise Dairies 
El River Creamery 
Roanoke Creamery 
Zanesville Creamery 
Gray & White Co. 
Swift & Co. 
Edon Creamery 
Van Wert Butter Co. 


Cheese Factories 


County Line Cheese Factory 


Hillside Cheese Co. 
Kraft—Phenix Cheese Co. 
Swift & Co. 

Bordens Cheese Co. 


Condenseries 

Van Camp Milk Co. 

United Milk Products Co. 

Hoosier Cond. Milk Co. 

United Milk Products Co. 

Riverside Dairy 

Kraft—-Phenix Cheese Corp. 
" " i" " 

Gordon Baking Co. 

Van Camp Milk Co. 

Defiance Milk Products 

Montpelier Creamery 


eee ee ee ee ee 


sese8 


ee ee ee 


ee ee 


City 


- Angola 


Bluffton 
Decatur 
"t 


Fort Wayne 
" iv 


Hicksville 
Huntington 
Lake ton 

N. Manchester 
Roanoke 

Zane sville 
Defiance 
Defiance 

Edon 

Van Wert 


Auburn 
Decatur 


Sweetser 


Viabash 
Van Wert 


Angola 
Berne 
Bluffton 
Butter 
Columbia City 
Huntington 
Kendalville 
La Grange 
Bryan 
Defiance 
Montpelier 
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State 


Indiana 
" 


Ohio 
Indiana 
i" 


Indiana 
" 


Ohio 


Indiana 


" 


————eeeeeeaeaeaeaoeoeoeoeoease> 


County 


Steuben 
Wells 
Adams 

T 


Allen 
t" 


DeKalb 
Huntington 
Wabash 

" 
Huntington 
Wells 
Defiance 

tt 
Williams 
van Wert 


Dekalb 
Adams 


) Grant 


Wabash 
Van Wert 


Steuben 


' Adams 


Wells 


DeKalb 
‘ Whitley 


Huntington 
Noble 

La Grange 
Williams 
Defiance 
Williams 


~ 44. _ 


marketing area is determined in Large measure by the price paid 
for milk in the’ competing areas. Especially is this true in a 
market similar to Fort Wayne, Indiana, where there are several 
competing outlets for milk. Producers shipping milk to the 

Fort Wayne market have to meet health requirements and the cost 
of transporting milk to the marketing area. The relationship 
between the price paid for milk used for fluid milk purposes 

and the price paid for milk used in the manufacture of competing 
dairy products is a very important factor in establishing the 
price structure for the Fort Wayne, Indiana, milk market. 


B. Type of farming in the area. 


Table 25 shows the four type-of-farming areas wnich are 
found in the milk supply area, and gives an indication of the 
importance of specialized dairy farms among the total of all 
farms. In type area 317, the east central Indiana — western 
Ohio ~ general-livestock-dairy-poultry area, which includes 
practically: the whole of the Fort Wayne milk supply area 
including that portion of the area which lies closest to the 
city, approximately 11 percent of the farms are of dairy type 
with over 40 percent of their income from that source. Thére 
are many more farms in this area that receive a large percent 
of their income from dairying, but this area is a diversified 
livestock and general farming area and does not depend upon 
dairying for the major portion of their income. 


The other four areas making up the rest of the milk 
supply area are 315 and 316 to the North and Northwest, and 
518a and 318b to the West and Southwest. These areas are even 
more intensive dairy areas than the area embracing a large part 
of the Fort Wayne milk supply area, especially 315 to the North- 
west and 518b to the Southwest. 30 percent of the farm income 
in area 315 is derived from dairying compared to 19 percent in 
area 517. This is probably due to the fact that area 315 
borders on the Chicago fluid milkshed and produces milk for 
the Chicago milk market. Likewise, area 318b to the Southwest 
of Fort, Wayne embraces part of the area supplying the fluid milk 
requirements of Indianapolis, Indiana, anc 25 percent of the 
farm income in area 318b is derived from dairying. The type of 
farming in area 316 is very similar to that in 317, while area 
18a is mainly general farming, livestock and cash~grain. 
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Table 25. FORT WAYNE, INDIANA: Types of farming arcas in, the 
w Fort Wayne Area with their description and percent 
of income from dairying. i 


| Type oe ; - Percent Income 
, ij ‘ escription of Area : yas 
Area Number : pete D PB Ar : from dairying 


315 ' Northern Indiana — General, dairy, 30.0 

‘ crop-specialty, cash-grain. ) 

$ 
‘ S46... ‘ Northern Indiana - General, livestock, ; 1920 


dairy, poultry. 


07 ' Hast Central Indiana - Ohio - General, | 19.0 
livestock, dairy, poultry. 


318(a)  ' Central Indiana ~ Livestock, general 1S) 
farming, cash-grain 
318(b) : Similar to (a) with more dairy, truck 2560 


part-time. 


ES EE ee ae aor ERENT RAE OUaT REE SLE aT, 


Compiled from "Types of Farming in the United States, " 
U. S. Department of Commerce, Bureau of the Census. 
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1. Use of land. 


The Agricultural Census for 1930 shows that approximately — 
90 percent of the*land in Fort Wayne milk su, ply area was in 
‘farms in 1929. ‘The 1935 Agricultural Census shows that the land 
in farms in this area had increased to almost 95 percent in 1934, a 
Of the area in farms in 1929, pasture made up approximately 30 a 
- percent, corn approximately 20 percent, threshed oats apptoximavely 
ee? percent and hay approximately 15 percent. (See Table 26.) These a 
“percentages were not changed materially in 1934, except that a a 
slight decrease is noted in the percent of land in corn ‘end oats 7a 
with an increase in the percent of land in hay. . ~i 


2. Size of farm. 


The average size of all farms and of dairy type farms in 
the counties in Indiana supplying the Fort Wayne milk market are 
approximately the same and slightly smaller than for the state as _ 
awhole. The average size of all farms and of dairy type farms 
in Paulding County, Ohio are 131.4 and 107 acres and in Van Wert 
County, Ohio are 101.3 and 72 acres respectively. (See Table PION ine 
Probably the reason the average size farm in this area is so much 
larger than the dairy type farm is due to the fact that Paulding 
and Van Wert counties in Ohio are approaching the general, cash- 
grain, livestock area fd these farms are generally larger than 
farms devoted to specialized dairy production. vinta 


C. Character of the dairy herds, 


The average size of milk cow herds on farms reporting milk cows in 
the supply area was 4.4 cows per farm in 1929, This average is fairly es 
representative for the milkshed as shown in Table (.?. There does not © Ne 
appear to be any definite relationship between distance from the Fort Wayne 
market and size of herd. The number of cows per herd in 1929 was 4.8 in 
Noble County, Indiana and 3.8 in Van Wert County, Ohio, the more distant 
county, while there was only 4.6 cows per herd in Allen County, Indiana. 
4.6 percent of the farms in Van Wert County, Ohio and 9.2 percent of those — 
in Noble County, Indiana are of the dairy type while only 10.3 percent of 
the farms in Allen County, Indiana are of the dairy type. 


a 


The average size of herds on dairy type farms is somewhat larger. 
The number of cows on dairy type farms in Noble and Van Wert Counties 
were 8.5 and 6.9 cows per farm, respectively, while in Allen County there 
were only 7.5 cows per dairy type farm. 
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The relation of the dairy enterprise on these farms to the beef 
enterprise is indicated in the last three columns in Table 27. The 
number of milk cows was 45.8 and 48.0 percent of all cattle in Noble 
and Van Wert counties, respectively, while in Allen County the number of 
milk cows was 47.9 percent of all cattle. 


‘It does not appear that the proportion that duel~purpose or beef- 
breeding cows are of all cows milked increases with the distance from the 
market. For example, in Allen and.Adams Counties the percent that milk 


cows of dual-purpose or beef—breeding types are of all cows milked was 
17.3 and 12.7 percent, respectively, while in Noble and Vah Wert Counties 


(counties more distant) the proportion was 9.8 and 15.2, respectively. Such 


. @ condition would seem to indicate that the fluid milk producers are not 


concentrated nearby the marketing area. Milk production per cow varies 


Widely among.the counties around Fort Wayne as shown in Table 28. Milk 
' production per cow per annum on all farms is only 4,455 pounds in Allen 


County while it is 4,943, 4,384 and 4,407 pounds for Adams, Whitley and 
Van Wert Counties, respectively. 


Milk production per herd per day on all farms is only 56.1 pounds 
in Allen County, while it is 68.5, 52.8, and 46.0 pounds all farms in 
Adams, Whitley, and Van Wert Counties, respectively. On dairy type farms 
it is 106 pounds per herd per day in Allen County while it is 129.1, 
113.5, and 108.6 pounds per herd per day in Adams, Whitley, and Van Wert 
Counties, respectively. ; 


D. Production and disposition of milk. 
1. Production. 


Adams County, Indiana with a production of 144,548 pounds 
per square mile has the largest production per square mile in 
the supply area, while Paulding County, Ohio, with a production 
of 73,667 pounds per square mile has the smallest prenueree 
per ae. He Ss 


Colin 1 in Table 28 shows the total milk produced in the 
counties comprising the Fort Wayne milkshed. It will be noticed 
that Allen County, produces the most milk mostly because it is 
larger than the other counties. Adams County produces the 
next greatest amount of milk largely because dairying is. 
carried on in this county on a more intensive scale. 


Ge MLeLLVErLes per day per dairy. 


‘The deliveries of milk per day per dairy in the Fort Wayne 
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market have not increased since the license went into effect 
as Shown in Table 29. They are.relatively small and so it 
is difficult for farmers to produce milk evenly. 


3. Disposition of the farmers! output. 


The proportion of the total production sold as whole 
milk on tall farms in the milkshed varies from 59.2 percent in 
Adams County, Indiana, to 33.9 percent in Van Wert County, Ohio, 
as shown in Table 30,. The proportion of total production sold 
as whole milk on dairy farms in the supply area varies from 
81.5 percent in Adams County, Indiana to 65.5 percent-in DeKalb 
County, Indiana. 


It is very significant that in no case is less than half 
of the milk produced on dairy type farms sold as whole milk while 
in the case of several counties, the percentage sold as whole 
milk ranges from 70 to 80 percent. Of all the whole milk sold 
in the Fort Wayne supply area, the dairy type farms sell only 
15 percent of the total whole milk sold. (Table 31) 6/ The 
balance of the whole milk sold is produced o1 other types of 
farms which can be shifted to dairying or away from dairying 
according to its relative profitableness compared to other types 
of farming. 


Tables 30 and 31 indicate that the amount and percent of 
milk sold as farm butter and as sweet cream are negligible and 
that the percent sold as butterfat ranges from 45.8 percent on 
all farms in Whitley County, Indiana, to 23.1 percent in Allen 
County, Indiana. Thus, although the milk production area closest 
to the market is not any more intensive than in other sections of 
the milkshed, more of the milk produced closest to the market is 
sold as whole milk, \ 


EH. Relation of feed prices and other prices to the 
butterfat and milk prices, 


The small amount of feed purchased:on all farms and on 
dairy type farms (See Table 28, Page 50) in the milkshed indi- 
cates that most of feed fed to dairy cattle in the Fort Wayne 
milkshed is grown on the farm. Consequently, the relationship 
of beef cattle and hogs to the prices of milk and butterfat 


6/. Waole milk, as reported in the census, includes all milk sold 
from the farm as milk, This includes sales to such outlets 
as whole milk creameries, cheese factories, condenseries, 
fluid milk markets, and ice cream factories, 


i) 


TABLE 29,~ FORT WAYNE, INDIANA: Average deliveries of milk per 
| day, per dairy in the Fort Wayne, 
Indiana Area, July 1934 - 


Deliveries per day, per dairy 
Month — 1934 oe TORS Cee ee ee ood 


aan SaaS SERRE yn 
| Pounds | Pounds | ~— Pounds 

January ! | 80.8 3 74.9 
Fe bruary : | : 88.4 3 69.3 
March | | | 85.3 : 7367 
April : 74,7 : 80.8 
May a: 7 106 .4 3 105.0 
June ! | JES URE 3 

July ! 9762 | Gare 

August | | poe : Olive 3 

September : 106.5 3 84.8 ; 

October : 102.1. 3 (Bed " 

November 3 86.7 67.6 3 

December ! toge | 71.8 3 


Average ; rs 


Compiled from reports of the Market Administrator. 
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determine to a great extent whether or not there will be a 
shift to dairying or away from dairying. 


In Tables 32,:33, and 34, the trends of prices of various 
feeds, cattle, hogs, and butterfat are shown. Feed prices, after 
having increased considerably in 1934, generally declined until 
the spring of 1936. However, because of the effects of drought 
conditions, the prices of feed, in July, 1936 increased 30 per- 
cent over July of last year and 20 percent over the average 
prices. for 1935. 


Butterfat prices did not increase in 1934 to the same extent 
as did feed prices but they increased in 1935 while feed prices 
were declining. During the first six months of 1936, butterfat _ 
prices tended to remain at about the 1935 level. During July, 

1936 the price of butterfat increased about 40 percent over July; 
1935, and approximately 15 percent over the average prices for 
1935, largely because of drought conditions. 


Pastures in the Fort Wayne supply area as of July 1, 1936 
were only poor to fair, according to the Bureau of Agricultural 
Economics. By July 20 pastures in the Eastern Corn Belt Region, 
of which the Fort Wayne Milkshed is a part, were in a more serious 
condition than they were in the drought of 1934. 7/ 


F. Seasonal variations in milk production in the supply area. 


The seasonal variation in milk production as measured by 
production per dairy per day illustrates the wideness of the seas- 
onal variation in the Fort Wayne milkshed. The production per 
day per dairy in 1935 varied from 111.1 pounds per day in June to 
67.6 pounds in November, or a variation of over 63 percent from 
high to low as shown in Table 29, Page 52. Such a wide variation 
in production accompanied as it is by a narrow variation in sales 
of whole milk results in large amounts of milk produced for the. 
whole milk market being sold in pe de uses at certain times of 
the year. 


G. Transportation. 


The entire milk supply of the Fort Wayne market comes. from 
within a radius of thirty-three miles. There are no country 
stations and all the milk is trucked into the city and the prevail- 
ing rate charged is 25 cents per hundred pounds regardless of 


7/ “The Present Drought Situation", Press Release U.S.D.A. July 21, 
1936. | | 
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Table 34, FORT WAYNE, INDIANA: Farm price of butterfat, 
cattle, ais hogs, in. Onlo,, pnd Indiana, by months. 
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Compiled from reports of the Bureau of Agricultural Economics, 
Division of Crop and Livestock Estimates, and the 
Market Administrator. 
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distance covered. 


Approximately fifty-five percent of the milk is trucked 
by contract haulers employed by distributors while most of the 
remainder is hauled by the distributors themselves. Only in a 
very few cases do producers.hayl their own milk. 


H. Marketing Organization.:  —. 
iiss Producers! organizations. 


: The Wayne Cooperative, Milk Producers, Inc., organ-— 
ized in 1938, controls approximately one-half the milk supply 
of the Fort Wayne market and is the only producers! association 
in'the market. It is a non-profit bargaining association, which 
guarantees a fluid milk market for its members at all times. of 
a total of approximately 1,000 producers in the market, about 
650 are members of the association. 


2. Handlers in the Fort Wayne, Indiana, Marketing 
Area. 


There are approximately 26 handlers of milk in the 
Fort Wayne Marketing Area buying milk from producers. In addition 
there are 12 producer—handlers handling about 10 percent of all 
the milk in the marketing area. 


PART VIII. 


Conclusions Relative to the Minimum Prices to Producers as 
' Set Forth in the Proposed Order. . 


A. Class I. price, 


It is proposed in the Order that.the Class I price be increased 
from $2.00 to $2.25 per hundred pounds, as established in the Amended 
License No. 64, ‘June 19, 1935. | 


It appears that the proposed increase of 25 cents per hundred 
pounds in Class I milk is justified on the basis of the recent increase 
in butter prices, the poor pasture conditions and the high price of feed, 
all of which are results of the drought. Furthermore, industrial pay- 
rolls and business conditions are much better than a year ago.in the 
Fort Wayne Marketing Area and consequently support an increase in the 
ULass I price. ; 
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In the past month or two there have been increases in the Class I 
price in most large markets of the country because of the drought and it 
thus seems reasonable to approve the proposed increase in the price of 
Class I milk, 


Be SiheseOlasseil ‘price. 


The formula for Class II milk as described in the proposed order 
allows a premium of 20 cents per hundred pounds over the condensery prices 
in the area. It appears that this premium of 20 cents per hundred pounds 
iS a reasonable premium (for milk used to produce cream for consumption as 
fluid cream) as this milk has to be of the same quality as Class I milk 
and produced about as uniformly. 
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The proposed formula for Class III milk permits milk used in this 
class to be sold for approximately the condensery price in the area, It 
appears reasonable to sell as much of the surplus milk at the condensery 
price as there are facilities in the market to take care of its use. 


D. The Class IV price. 


The formulas for Class IV milk based on the Chicago 92-score 
butter price establishes a price that returns to the producer the butter- 
fat value of the milk plus a 10 cent allowance per hundredweight for the 
skim milk. The value of the overrun is returned to the handler for the 
cost of handling the surplus milk. Such a pricing for this class 
of milk appears justified because some of the handlers operating in the 
market do not have any equipment for using the milk as evaporated or 
condensed milk. They have in the past operated their businesses by manu- 
facturing their excess milk into butter. If these handlers are to con- 
tinue to handle the surplus milk of producers then it appears that as 
long as milk is delivered to them in excess of their needs as fluid 
milk and cream, the excess must be priced in relation to the value of 
the finished product which they are equipped to manufacture. 


PART IX. 


Equitable Apportionment Among Producers of the 
Proceeds of the Sale of Milk to Handlers. 


A. Pooling of the proceeds. 
The Agricultural Adjustment Act, as amended, provides for two 


methods of payments to be made to producers. The first of these is for 
all producers to receive a uniform price for milk of the same grade and 


° 


Glo 


quality. The second of the methods provided is for producers of each 
handler to receive a uniform price for milk of the same grace and quality, 
which price would depend on the utilization of the milk by that particular 
handler. 


There is provided in the Proposed marketing agreement and order 
the first plan which has prevailed in the market since the introduction of 
the Federal program in the Fort Wayne Marketing Area. The plan is not new. 
It is simply an extension of the plan commonly used by each handler and by 
the cooperative association. Tf a creamery sold 75 percent of the milk 
received from procucers as fluid milk and 25 percent in other uses, it 
would not pay 75 percent of its producers the full fluid price and 25 per- 
cent the surplus price. Such a method obviously would have been inequitable, 


The pooling provisions of the proposed marketing agreement and order 
accomplish this end in an efficient and effective manner by pooling all the 


producers in accordance with the amount of milk each producer deliverse By 


order that an adequate supply of milk be insured is distributed equally 
over all producers. The price received by producers is, under such a plan, 
independent of the utilization of milk by any particular handler and depends 
only on the utilization of milx by all. handlers in the market. All pro- 
ducers share the responsibility of supplying an adequate supply of good 
quality milk for the Marketing Area and all should share equally in the 
markete 


It appears that the lack of any efficient plan for the equitable 


present plan does not contemplate the elimination of competition but seeks 
only to establish it on a firm basis. WATT the factors which handlers, pro- 
ducers, and consumers consider in bargaining for prices have been presented 
here so that all in the market might see them clearly. 


A simple example will be sufficient to show how it is possible by 
such an inequitable distribution of the surplus for some handlers to pay 
their producers more than other handlers, Assume that the Class I price 
is $2.00, the Class IT price $1.50, the Class Ift price $1.30, and the 
Class IV price $1.00. Assume also that the sales of Class I amount to 
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60 percent of the total sales, sales of Class II 20 percent, sales of 
Class III 10 percent, and sales of Class IV 10 percent. Then a group 

of producers ih the market carrying its share of the surplus would receive 
per hundredweight as follows: 


60 pounds as Class I @ $2.00 ~ lan 
20 pounds as Class II Coppa pea _ ~30 
1 DGUnGe as Class cil. @. Led0 - 013 
10 pounds as Class IV @ 1.00 ~ Pee) 
Composite price per hundredweight ~ ae GU 
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But if the group carried less than its share of the surplus, that 
is assuming that it sold 70 percent of its. supply as Class I and none as 
Class IV it would receive: 


70 pounds as Class I @ $2.00 ~ $1.40 


20 pounds as Class II @ 1.50 -. «30 
10 pounds as Class III @ 1.30 ~ 013 
Composite price per hundredweight - (1.83 


And, to digress a little, without a classified price plan handlers 
are able by the same means to cut the Class I price paid to producers and 
yet pay their producers a higher composite price than is paid to those - 
producers who would then be compelled to carry more than their share or. 
the surplus, as follows: 


60 pounds as Class.I. © $2.00 de PTD YG) 
10 pounds as Class II LO kee 
20 pounds as Class III @ 1.50 ee 
pJinounds! as Class 1V) O° @r' P30" «13 
: Composite price per hundredweight _ 1.66 


More ‘than likely, however, in Senet eh Sens their share of the 


fluid fide sales and to maintain the prices to producers the other handlers 


would offer their milk at a lower price for fluid use and in this way the 
price to producers would be forced to a lower level and the quality and 
amount of milk jeopardized. The proposed plan attempts to climinate such 
practices among handlers by requiring them to pay for milk according to 
the use made of it. The proposed plan also eliminates discrepancies among 
prices paid producers because of an inequitable distribution of the burden 
of the surplus. 


Competition is not eliminated for producers may make additional 
gains for themselves through superior quality and efficiency as the prices 
established are only minimum prices. Handlers still must compete with 
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each other but now on the basis of efficiency of handling milk and not 
on any gains made by purchasing their milk more cheaply. 


B. Mechanics of the Computations. 


The actual mechanics of computing the total value of the pool are 


+ 


provided in article VI and sections 1 and 2 of article VII of the proposed 


Marketing agreement and proposed order. 


The provisions of article VI relate to those handlers who are also 
producers. Such producer—handlers who sell only milk produced on their 
Own farms are excluded from the computations of the pool. But if such e 
producer-handler purchases milk from other producers then the milk so 
purchased mist be Classified and paid for as other handlers pay for milk. 
Iwo options are open to the producer-handler. Ue may either pool all his 
milk or he may pool only that milk purchased from producers by apportion= 
ing such purchases among his total Class I, Class II, Class III, and 
Class IV milk. 


Paragraph 3 of section 1 of article VI provides that if this second 
option is chosen the sales of milk to other handlers shall be considered 
to be Class IV milk and that in the computations of the value of milk to 
the purchasing. handler credit shall be given for having paid only the 
Class IV price -but that he shall be charged according to the use made of 
the milk. 


pak justification for the handling of the milk of producer-handlers 
in this way is presented in a following section. 


Article VII of the proposed marketing agreement and proposed order 
is purely administrative in nature but necessary in order to set forth 
definitely the procedure by which the market acministrator is to translate 
the class prices into uniform prices to all procucers. 


Section 1 of this article provides for the computation of the value 
of the milk in each class of each handler to Getermine the total obliga 
tions to producers for milk purchased. This is done by combining into 
one total the obligations computed for all handlers. Thus is made up the 
total market pool on the total amount of money to be distributed by means 
of the uniform prices. At the present time and until January 1, 1937, the 
uniform price to be paid producers will be determined by Gividing the 
total amount of the market pool by the amount of milk delivered by pro 
ducers. 
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C. Base-rating plan proposed to be effective January 1, 1937. 


In the developing of any plan for selling milk to handlers anc 
for paying the proceeds of such milk to producers a very careful and 
gradual approach must be made to insure that no inequities are intro- 
duced. It has been the experience in many milk markets that a base 
rating plan can be introduced only after the market has been accustomed 
to working on a cooperative basis and a full understanding had of the 
problem involved in the marketing of milk in the market. The Fort Wayne 
milk market has been operating under a Federal program for over two years 
and much more stabilized marketing conditions have resultcd.e With the 
experience behind the factors operating in the market, we feel now that 
@ base-rating plan should be introduced at the beginning of the year 
et 


The specific problem that the base~rating plan is designed to 
correct is that of the distribution of the burden of the surplus among 
producers. The straight pooling plan with no base-rating plan, although 
it distributes the burden of the surplus equally among all producers 
may not distribute it equitably. Some producers deliver milk all the 
year round, including the fall and winter months when production is 
expensive and the market needs milk. Other producers deliver no milk 
or curtail their production in the fall and winter months and produce 
more milk in the spring and summer months when production is relatively 
easy and inexpensive. The result is that there is a large seasonal 
peak in production in the spring and summer months even though there 
is no more milk consumed. The large amount of milk not consumed as 
fluid milk and cream must be used in the lower classes and the composite 
price is lowered for all producers including those who had delivered 
no more milk in the peak months than they had the rest of the year. 


The inequity has been so important in many markets that for many 
years the base-rating plan has been used for the purpose of bringing 
about a more equitable distribution of the burden of carrying the surplus 
in the market. 


On the basis of present information the base-rating plan was 
first introduced in the Baltimore, Maryland, market in 1918. Since 
that time the plan has spread widely. Table 35 shows the number of 
markets which have operated under such a scheme from 1918 to 1936. The 
use of the plan spread slowly but as it was recognized as an equitable 
plan for prorating the burden of the surplus it has gained momentum. 
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Table 35 ~ Milk markets operating with base-surplus plans ay as a 
part of the market structure, and date of institution of 
base-surplus plan on these markets, as of April 15, 1936. 


© 
oe ' Effective date ‘ Year base~surplus 
Market State of ' plan was established ; 

license (approximate) 
See ee a BS 
Philadelphia 2/ : Pennsylvania =: Aug. 25, 1933 von 
Chicago - TWdinois Feb 5, 1934 ied 
Des Moines ' Towa |  Bebwol4,01934 : 1930 _3/ 
Omaha~Council Bluffs: Nebraska-~Iova | Feb. P35 alos ‘Feb. 23,1934 4/ 
Evansville ' Indiana ' Feb. 26, 1934 1932 
St. Louis ‘ Missouri ‘eMerat2, 2934 Oy 
Boston | dlassachusetts : Mar. 16, 1934 1930 6/ 
Lincoln . Nebraska : | Mar. 17, 1984 1934 
Wichita : Kansas ‘(Mars 17, !1934 ‘Mars"2731934 9% 
Greater Kansas City : Missouri-Kansas . Mer. U6 LOGS POSE 
Detroit ' Michigan i wercak 1. ake 1923 8/ 
Newport ' Rhode Island pt Aore lene 1634: 1923 
Providence It i" ‘repr eeaees4 1931 
New Bedford | Massachusetts ! I Stegall " 1931 
Fall River " hap git " 1931 
Richmond . Varcinia - May 1, 1984 1930 
Leavenworth - Kansas wlpilay hl Gyan O22 ‘May 16,1934 
Quad Cities | fowa- Illinois + June 1, 1934 ‘July 1933 9/ 
Louisville ; Kentucky ievtry Slay qibepammast . 1929 "gy 
Los Angeles ' California " ti ee : February1926 11/ 
Ann Arbor ' iichigan oily paky TSse 1923 ey 
Alameda County ' California not " 1920 7 
Battle Creek | ' Michigan Maange at " Peep. 403s 
Bay City " noo " ‘Mayr Benoa 
Flint " ‘ " " if " " 1934. 
Grand Rapids " ; en M" ; : 1923 
Kalamazoo " ; Nae Pik 3 
Lansing ; N MG ae gaa 3 SMT SZOMaS 
Muskegon " ; " i" Mt 1930 
Port Huron | " " " " ‘duly 1,1934 14/ 
Saginaw : " i cult MS wer 
Baltimore ' Maryland . Auge 1, 1934 19s 
Savannah ' Georgia | ROBy LG gel 954 wt queet 1929 
Tulsa : Oklahoma Pe si et ee! Nov lil 1934 es 
San Francisco ; California ni OC ret Cue TOs a 1930 
pouthern Illinois "!' “Tijdnois Nove  d £o54 : 1952 
Atlanta ' Georgia Neca. eee s 1932 16/ 
San Diego ' California : Feb. 2. vos Loge 
Washington ' Dist. of Columbia ‘Mar. 1,1994 


Compiled in most cases from transcripts of hearings for proposed marketing 
agreements for milk. 
if Sponsored in every case by 2 cooperative association of producers in the market. 
(Continied) 
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Operating under the "old" license policy. 

Base~surplus plan dropped from license December 5, 1934. 

Apparently no base-surplus plan prior to the license. 

Base-surplus plan discontinued under license as of November 16, 1934. 
There had been in effect for several years another plan prior to the 
present one. 

No base-surplus plan prior to license. 

Horner, J.L., Michigan State College, Special Bulletin No. 170, page dl. 
Aobandoned in March 1934. Added to license September 1, 1934. 

Introduced about 1929 but discontinued in fall of 1930. Reestablished in 
later years. 

Source: U.§.D.A. Technical Bulletin No. 179,Cooperative Marketing of 
Fluid Milk, by Hutzel Metzger. 

Abandoned after several years. Reestablished in 1930. 

Operated only temporarily. Effected again in June 1934. 

The base-surplus plan had been used over a small part of the market for 
several years previously. 

Established as a license feature November 5, 1934. 

Two early attempts failed. Reestablished in February 1934. 


ee 


In 1929 only 11 markets had such a plan but in 1933 the number had 
increased to 28 and in 1936 there are epproximately 35 markets using 
such a plan. The cevelopment has not been limited to any one section 
of the country but is used in at least seventeen different states. from 
Massachusetts to California end Georgia to Michigan. 


The principle of the base-rating plan is not entirely new in 
the Fort Wayne market. The pricing arrangements of one handler during 
& period prior to the introduction of a Federal program in this market 


incorporated such eo plan for purchasing milk. 


Section 4 of Article VII of the proposed marketing agreement and 
proposed order sets forth a base-rating plan proposed for the Fort Tayne 
market to be made effective January 1, 1937. The base of each producer 
is to be calculated as follows: 


1. Effective for the year 1937 divide the total milk 
deliveries in bulk to handlers curing the year 1936, exclud- 
ing the months of liay and June, by the number of days on 
which deliverics wore made and teke such a percentage of 
the result as will make the total of all figures approxi- 
mately equal to 115 percent of the average Class I and 
Class II milk per day sold during the year 1936 Dy eit 
hendlers to whom such milk was delivered. 


By this method of calculating bases total bases are kept within 
15 percent of the fluid milk and cream sales md the surplus above this 
amount is distributed equitably among producers. The plan proposed for 
1937 eliminates from the calculation of bases those two months’ of Ilay 
end June when the amount of milk produced in 1935 was considerably in 
excess of the amount used for fluid milk and cream. (See Table 10%) 


After 1937 it is proposed that bases be established on the 
basis of the average deliveries of producers during the four months 
that his daily deliveries were lowest. Such a plan is proposed because 
it appears that a producer should not be entitled to a larger share of 
the market at any time during the year than that share of the market 
which he contributes in his lowest months of production. 


A third provision in the proposed base-rating plan is that 
of recucing a producer's base if for two consecutive periods his 
deliveries fall below 85 percent of his base. In such cases it is 
proposed that the base be reduced to the average daily deliverics of 
the producer during those two months. The producer's base represents 
his share in the fluié milk and cream market and such a share was 
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earned by him on his past performances. If currently he cannot be 
depended upon to produce his share as is indicated by his dropping 
below 85 percent of the base for two months, then his share should 

be reduced to what he has indicated he can deliver, namely, his average 
daily deliveries in those two months. 


How the base-rating plan operates might be show by a simple 
example. 


Thus suppose a market consisting of these producers, A, B, and 


Os) Ae pace is 150" Bla base is 100, and. C's base,.75. Actually A supplies 


200, B 100, and C 100 so that the total base milk delivered was 325 and 
the total milk supplied, 400. Suppose that there are only three classes 
Opemite in the market, Class I at.a price of $2.00, Class. II at. $1.50, 
and Class III at $1.30 and suppose further that 200 was used as Class I, 
eo ac Class 1], and /200"as Class II1.’ Thus the total amount of the 
pool would be: 200 x 2.004 100 x $1.50 + 100 x 1.30 = $680. 


The first calculation is that of determining for each producer 
the amount supplied in excess of his base and to pay for this at the 
Class III price, $1.30. This producer A supplied 50 units in excess 
of his base, B supplied nothing in excess of his base and C supplied 
25 units in excess of his base. So producer A is paid $65 and C 
$32.50 which makes a total of $97.50 to be paid for excess milk. This 
amount subtracted from the total pool leaves $582.50. Dividing this 
amount by the amount of base milk gives a blended price of $1.79. 

A is then paid $1.79 for 150 and $1.30 for 50 making a total of $333.50. 
Boieepeic sl e7oefor hie 100 units or $179.00....C.ie paldySle7oifor 75 
units and $1.30 for 25 making a total of $166.75. 


These results may be compared with what the producer would 
receive under a composite price plan. The total pool would be exactly 
the same, $680. The composite price would be $1.70. A would have 
received $340,00, B would have received $170.00, and C would have 
received $170.00. By the simple pool B's share of the market was re- 
duced even though he had delivered in accordance with the need of the 
market for fluid milk and cream. 


The sole purpose of the base-rating plan is to so distribute 
the burden of the surplus that all in the market share it equitably, 
The bases are’ to be calculated according to the provisions of this 
proposed marketing agreement and order so that there is no discretion 
to the market administration. 


PART X. 


Other Provisions of the Proposed Marketing Agreement and 
Proposed Order for the Fort Wayne, Indiana, Marketing Area. 


te remaining provisions of the proposed marketing agreement and 
Proposed order are necessary for defining more explicitly and making 
effective the classification and price provisions previously discussed. 


A. The Fort Wayne, Indiana, Marketing Area as defined in the 
proposed marketing agreement, and proposed order, the marketing 
area includ:s the territory within the corporate limits of Fort 
Wayne, Indiana, as well es the suburban arca within @ radius 

of four miles of the corporate limits of Fort Wayne, Indiana. 
This area is intended to include ell the areas which are affected 
by the same supply and demand conditions and, from this point of 
view, constitutes one market. It is also the marketing area 

‘ as defined by the Indiana Milk Control Board. 


The population of about 125,000 people is largely industrial, 
engaged mainly in producing farm machinery and electrical equip- 
ment. The prosperity of the area depends to a large extent on 
the prosperity of these industries, which are dependent on the 
prosperity of egriculture in the surrounding area and in the middle 
west. 


The sanitation requirements as established by the Fort Wayne 
Board of Health in General Ordinance No. 1092, passed on June 20% 
1922 and as amended in the General Ordinances Numbers 1648, 1337 
anc 1649, regulate the production and handling of milk for sale 
in Fort Wayne, Indiana. All the milk sold in the City of Fort 
Wayne as fluid milk end cream must meet the same health require- 
ments. : 


The marketing area defined as it is, includes all the area 
in which operate all those handlers who are in competition with 
each other for the gale of milk from producers as defined in the 
proposed marketing egreement, and proposed order. The area 

' Gefined represents the market where the factors of supply and 
demand dctermining the Price Of milk’ to procucers operate. 
As most of the handlers sell milk in the City of Fort Vayne, 
all of the milk entering the marketing area is of such Similar 
quality that all enters into Gompetition for the market. 
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B. Report of handlers. 


Article V of the proposed marketing agreement and proposed 
order sets forth three types of reports which handlers are required 
to submit and provides for the verification of these reports. The 
necessity for all these reports and for their verification becomes 
apparent with the realization of the nature of a milk market and 
practical operating problems which arise in making effective 
the class price in the payments to all producers of uniform 
prices which reflect the utilization of milk by all handlers. 


Section I requires handlers to submit reports on or before 
the fifth day after the end of each delivery period, showing in 
such detail and form as the market administrator discovers best 
fits the particular! conditions, the information as to all milk 
or cream received by handlers. and the utilization of such milk. 
With this information before him, the market administrator is 
able to determine for each handler the classification of the 
mil, the total payment to be made to producers therefor, and, after 
comoining the total payments of all handlers, the uniform price 
which will distribute such total anount of money to all producers 
who delivered the milk to all hanclerse 


Section 2 provides for other reports with respect to. producers 
delivering milk to a handler. These reports enable the market 
administrator to secure needed information with respect to producers 
after a handler has newly become a party to the agreement or subject 
to the order, or to request information not already in his hands, 
which is needed for full knowledge in order to effectuate and to 
determine the effects of the order in relation to the policy of the 
Act. The second report provided for under section 2rcequires 
that each handler report to the markct administrator upon first recciv~- 
ing milk from any producer who has not previously shipped milk to that 
handler, in order that the market administrator may keep his records 
up to date with respect to the producers delivering to each handler. 


Section 3 provides for the regular reporting by handlers of 
their payments to producers for each delivery period in the form of 
a copy of the handler's producer payroll. Such a report expedites the 
routine checking of compliance with the marketing agreement and orcer 
and provides in an economical way the information necessary for the 
market administrator to maintain adequate producer records. 
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Section 4 provides, that each handler shall permit the ( 
market administrator to verify the information contained in all 
reports; the importance of routine verification of all reports 
is readily understandable in view of the intricate and detailed 
transactions which are inherent in the milk business. Where 
errors both willful and accidental may so readily creep in and 
affect the returns to producers, successful operation of a mar- 
keting agreement and order will depend to a large extent upon 
the extent to wnich the mark2t administrator assures himself of 
the correctness of the figures supplied him in the reports and 
of the correctness of the sampling, weighing and testing, for 
butterfat of the milk which is delivered by producers. Such 
routine verification is thus extremely necessary for the effectu- 
ation of the provisions of the marketing agreement and order. 


C. Payments to Producers. 


In Article VIII are set out the details as to the time 
and method of payment to producers by handlers. Each handler 
is notified by the Market Administrator on or before the 10th 
day after the close of the pay period as to the composite price 
to be paid all producers. Five days are then allowed the handlers 
to make out and mail these checks to producers. 


Until January 1, 1936 the price to producers will be a com- 
posite price for all milk but after that date there shall be 
announced a blended price to be paid for base milk and an excess 
price to be paid for all milk delivered in excess of base. Hence, 
in Paragraph 1 of Section 1 of the article, when no bases are 
established until January 1, 1936, there will be no milk delivered 
in excess of base and the prices announced by the Market Administrator 
will apply to all milk. The same explanation applies to Paragraph 2. 


Paragraph 3 provides that a producer who did not regularly 
sell milk during a period 30 days preceding the effective date of 
the introduction of the plan, to a handler or person within the 
Marketing Area still be paid the Class III price for a period of 
approximately two full calendar months. The provision allows the 
producers the same prices as can be obtained in alternative outlets 
in the area. The period of about 60 days appears to be a length 
of time for the producer to indicate that he is willing to accept 
the responsibilities of supplying milk as it is wanted, to the 
marketing arcas 
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Paragraph 4 of this section provides for the clearing through 
the Market Administrator of money which, when paid or received, 
as the case may be, by each handler, balance his payments to produc 
ers according to the provisions of Paragraph 1 with the total value 
of his milk as computed in Section 1 of Article VII. 


The result is the same as if each handler had paid to the 
Market Administrator the full value of his milk computed in accord- 
ance with Section 1 of Article VII and the Market Administrator paid 
producers in accordance with Article VIII, as discussed above. 


In the plan set up by which handlers shall pay producers, 
there is a contingency that not all handlers will make the portion 
of the payments to producers through the Market Administrator, as 
provided in Paragraph 4 of Section 1 of Article VIII... To. cover 
such a contingency the Market Administrator is authorized in 
Article VII, Section 2, Paragraph 4 to withhold from the rate per 
hundredweight an amount between four to five cents. This withholding 
of money is not a deduction but simply a deferring of the full pay- 
ment until all the money is sure to be on hand. Paragraph 5 of the 
same section and article provides for the distribution of all money 
in the Market Administrator's hands for producers, accumulated under 
the provisions of Paragraph 4 after all payments have been made to 
handlers in accordance with Paragraph 4 of Section 1 of Article VIII. 
It is important to consider the need of provisions in light of the 
practical operation of the proposed plan. Inevitably, some reports 
of handlers will be late, some payments will fail to reach the 
Market Administrator on time, and errors will be made in both 
reports and payments. These three provisions give the Market Admin- 
istrator a means by which he may meet the practical problems which 
will arise in connection with the pool and still preserve practical 
equity in the distribution of money as between producers. 


D. Producer-handlers. 


The extent to which the handling of milk of producer-handlers 
is regulated is presented in Sections 1 and 2 of Article VI and 
Section 3 of Article VII of the proposed marketing agreement and 
order. The mechanics of the calculations have been described in 
the previous sections. In effect all bottled milk sold by such 
handlers is to be excluded from regulations. If a producer-handler 
purchesed milk from other producers, then he is to be allowed to have 
deducted 95 percent of his production from his Class I and Class II 
milk and the remaining 5 percent from his Class III milk. 


The reasons for giving the option for regulating the milk 
of such handlers in a different way than the milk of other hand- 
lers are many. Chief among them are the following: 


1. Market acceptance of producer-handlers,. 


ee Difficulty of recognizing in. any other way the 
particular advantages that should accrue to a 
producer-handler due to his 


&e nearness to market, 

be uniformity of production, 

C. adjustment of production to the changes 
- in demand. 


The proposed plan thus seems to ive adequate consideration to the 
producer=handlers who are peculiarly circumstanced and who serve 
markedly different type of markets than the regular bulk producers. 


E. Inter-handler sales and sales to non-handlers, 


Section 2 and 3 of Article III provides that milk sold by 
@ handler to another handler or non-handler shall be presumed to 
be Class I milk provided that, if such selling handler submits 
proof satisfactory to the market administrator that such milk 
was actually sold or used by the purchasing handler or purchasing 
person other than as Class I milk, then, and in that event, such 
milk ghall be classified in accordance with its actual USE. 


One of the fundamental objectives of the Proposed marketing 
agreement and proposed Ordétwis that mia handlers shall pay uniform 
prices for milk according to the utilization of such milk. ‘he 
routes of milk from producers to consumers are so intricate and 
varied, and the milk Passes through several handlers, that as a 
practical necessity the milk mist be classified at some focal 
point in the route. In this way only can the market administrator 
be assured that all handlers are paying for milk according to the 
use which is made of it. Most of the inter-handler sales are fluid 
milk sales go that it is reasonable to presume that all sales 
unless proven otherwise are Class I. Provision is made, however, 
that if such milk is used as Class il, Class III, or Class BY, 
then the selling handler Can, upon submitting proof satisfactory 
to the administrator, pay the Class II, Class III, or Class Iv 
price for such milk, 
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F. Definitions. 


1. "Person" means any individual, partnership, corporation, 
association, or any other business unit. In the milk industry, 
practically all types of business organization are to be found. 
Hence, in order that all handlers subject to regulation in a milk 
market be regulated, it is necessary that all possible types of 
business organization be specified and the proposed marketing agree- 
ment and proposed order be made applicable thereto. If this were 
not done, some persons would be exempt from the provisions of the 
proposed marketing agreement and proposed order, even though the 
character of their business were such that they were subject to 
regulation. This would operate to cause the regulatory aspects 
of the proposed marketing agreement and proposed order to be discrim- 
inatory between different firms, and it is to obviate this inequitable 
result that "person" is so. defined as to cover all types of business 
organization. 


2. "Producer" means any person, irrespective of whether such 
person is also a handler, who produces milk in conformity with the 
health requirements applicable for milk to be sold for consumption 
as milk in the city of Fort Wayne. Milk which does not meet these 
requirements cannot legally be sold as milk in the city of Fort Wayne, 
hence the handlers of such milk should not be subject to any proposed 
marketing agreement and proposed order relating to such milk. But all 
milk which meets the health requirements is in actual or potential 
competition with all other such milk, and handlers of such milk must 
be subject to any proposed marketing agreement and proposed order 
for such to be effective in regulating the handling of such milk. 


3. "Handler" means any person, irrespective of whether such 
person is a producer or an association of producers, wherever located 
or operating, who (a) engages in such handling of milk, which is 
sold as milk or cream in the marketing area, as is in the current 
of interstate or foreign commerce, or which directly burdens, obstructs, 
or affects interstate or foreign commerce in milk and its products. 


One of the major obectives of this proposed marketing agree- 
ment and vroposed order is to place all handlers on a comparable 
basis with respect to the purchase price they are required to pay 
for milk sold in the several use classes. In order to do this, all 
competitive factors in the market must be controlled and directed 
so that the market operates efficiently and losses engendered by 
unrestrained, unfair competition are eliminated. In order that 
this major purpose may be accomplished all persons involved in the 
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handling of milk and its products in interstate commerce, or so as 
to burden, obstruct, or affect interstate commerce, must be gubject 
to the proposed marketing agreement and proposed order. All types 
of business setups and orgenizations, both physical and legal, are 
found. Hence, the definition of 2 handler must be broad enough to 
include all those persons who are in competition with each other so 
that no provision of the proposed marketing agreement and proposed 
order be discriminating in effect with respect to different firms. 
or persons. 


G. Market Administrator and provisions relating thereto. 


1. Selection, removal and bond. In order that the Secretary 
can be assured that the administration of the proposed marketing agree- 
ment and proposed order is being carried out without eny bias in favor of 
or against any group in the Fort Wayne Marketing Area, it is necessary 
that he appoint the Market Administrator. This procedure has been 


complete understanding of the proposed marketing agreement and proposed 
order. In order further to insure unbiased administration of the pro- 
posed marketing agreement and proposed order, it is necessary that 

the market administrator, selected by the Secretary, be subject to 
removal by the Secretary and only by the Secretary. For further 
assurance to all concerned of the faithful and honest performance 

by the Market Acministrator of his Cuties, the market administrator 

is required to execute and deliver to the Secretary a bond in such 
amount as the Secretary may determine, with surety thereon satisface 
tory to the Secretary. 


2+ Compensation. The Secretary, who selects the Market 
Acministrator, should also be the one to determine a reasonable com 
pensation for the market administrator he selects. The market adminis- - 
trator being necessary for the proper administration of the proposed 
marketing agreement and proposed order, his salary is considered an - 
expense of administration. 


3- Duties. In order that there shall be proper adminis» 
tration of the proposed marketing agreement and proposed order, the 
market administrator must: 


as K-ep such books and records as will Clearly reflect 
the financial transactions provided for in the proposed marketing 


agreement and proposed order. 


In order for the Secretary to be assured, and to assure pro- 
ducers and handlers of proper administration of the proposed marketing 
agreement and proposed order, the books and records of the market 
administrator must be subject to his examination at any and all times. 
Only by being so assured can the Secretary know definitely that the 
proposed marketing agreement and proposed order are effectuating the 
policy of Congress as stated in the Agricultural Adjustment Act. 


b. In order for the Secretary to be informed, furnish such 
information and verified reports as the Secretary may request. 


¢. In order to assure that his duties, for which the Sec- 
retary is responsible, are being properly carried out by his employees, 
obtain a bond for each employee who handles funds entrusted to the 
market administrator under the provisions of the proposed marketing 


agreement and proposed order. Most of the money handled in the Admin- 


istrator's office belongs to handlers or producers, and the bond would 
cover possible losses to theme This insurance being necessary to the 
proper administration of the proposed marketing agreement and proposed 
order, the expense of such bond should be a part of the expense of 
administration. 


ad. Publicly disclose, except as otherwise directed by the 


Secretary the name of any person who has not: 


(1) Furnished security pursuant to Article XI of the 
proposed marketing agreement and proposed order. A producer, if his 
payments are to be insured by the provisions of Article XI of the 
proposed marketing agreement and proposed order, is entitled to know and 


mast know if the handler of his milk has not met the terms of said article. 


If this information is not disclosed to the producer, he might assume 
that the handler of his milk has filed security and that his payments 
are being insured and it is the administrator's duty to clarify the 
situation. In this way only can the administrator fulfill the responsi- 
bility he has of assuring producers that the payments for their milk 

are insured. It is equitable also to disclose to handlers the names of 
those handlers who are not supplying their producers the same protection 
as those handlers who have filed security. 


(2) Made reports pursuant to Article V of the proposed 
marketing agreement and proposed order. These reports are the only 
way in which the administrator can determine in a reasonable length of 


time sales made by each handler in each class, ete, These reports 
are necessary in order that prices to producers be computed by the 
market administrator and the purpose of the proposed Marketing agree~ 
fiectuated. If the handler pays his 

se reports, other handlers end also the 
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received by producers, and, in turn, the stability of the market 
structure; the latter provides for the dissemination of such infor- 
mation to producers as will aid them in a better marketing of their 
products. 


Article IX of the proposed marketing agreement and proposed 
order provides for market service to producers. In section (1) pro- 
vision is made for a deduction of three (3) cents per hundredweight 
from the payments made to producers, such monies to be expended by 
the market administrator for market information and the verification 
of weights, sampling and tests of milk. Similarly, section (2) provides 
that if a cooperative marketing association is found to be qualified 
under the requirements of paragraph F, section 8c (5) of the Act, and 
is properly rendering the services to producers enumerated in Article Tks 
section (1) of the proposed marketing agreement and proposed order, then 
the monies deducted by handlers from the members of such associations 
shall be paid over to that association. 


It is declared to be the policy of Congress, as stated in the 
Agricultural Adjustment Act, to recognize and encourage producer 
cooperatives. There is no restriction in the proposed marketing agree- 
ment and proposed order which would operate to the disadvantage of, 
or tend to supplant, their work. Rather, such services are encouraged 
by reason of a recognition that the cooperatives, due to a close rela- 
tionship with their members, probably are in a better position to 
render these services to their members than is the market administrator. 


Experiences of the cooperatives have demonstrated that the 
rendering of marketing services to their members is a desirable feature 
in the proper functioning of the market mechanism. Producers generally 
do not have available facilities to determine accurately the weight of 
their milk. Neither are they in a position to test precisely its fat 
content. Yet, without verification of the weights and tests as deter- 
mined by the handlers, producers often Question the accuracy of the 
prices paid them. Marketing services in the nature of check weighing 
and testing are thus rendered because the producers themselves desire 
that service. 


Undoubtedly, spot checking of the purchases of milk of individual 
handlers by the market administrator would suffice in verifying weights 
and tests, and, in turn, the accuracy of price computations. However, 
the producers, as stated heretofore, desire more than this, Their 
primary concern is that of ascertaining, not the general accuracy of 
the weights and tests determined by handlers to whom. they deliver milk, 
but of the exact weights and tests of their own deliveries. 


Table 36 


Proposed Budget for Administration and Market Services Vv 
under the Proposed Merketing Agreement and Proposed 
Order for the Fort Wayne, Indiana, Marketing Area 

July 1, 1936 - June 30, ale ete 
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ADMINISTRATION | | MARKET SERVICE 
Office Salaries : 4,800.00 , 
Rent ‘eden: : 360.00 ; 
Telephone & Telegraph : | 198.84 | 
Light & Power | 18.24 ; me | _ 
Postage | : 148.35 | , | 6Gs00 | 
Stationery & Printing ' ; 7200 ; | 
General Expense : 7.00 ; 
Reels Expense : 42.00 : 
Auto Mileage | ’ : | 569.00 
Replacements & Repairs 3 : 
Equipment | 25.00 
Salaries : #1 7812.00 
Telephone & Telegraph : : 96-00. 
Auto Mileage 3 : 3 132.00° 
Market iMevinaeborkaud ication eee Ol i : 50+15 | 
. : 6,357 «34 ; } 2 ylLoSere , 
Estimated Income 7,930.60 2,877.24 a 


eee a anaean_dx ceenaneenenennasine aepeaneoanrnenamenanenenetet eeaanne a a a a ee a aE 


Reserve or Surplus : 1,573.26 723.52 


The presentation of marketing information to producers has 
become a necessary adjunct to an intricate marketing process, With 
this information producers are better enabled to adjust their produc- 
tion and marketing to current market conditions. The United States 
Department of Agriculture regularly furnishes information to producers 
in the form of crop and livestock reports, outlook statements, etc. 
This service is maintained only because producers recognize it as 
indispensable. 


The dissemination of current market information, such as price 
aspects of the market, local supply and demarid conditions, étcs, by the 
market administrator serves an identical purpose. 


A summary of the proposed budget for the marketing service fund 
under the proposed order, for the period July 1, 1936 - June 30, Loss 
is shown in Table 36. These figures indicate that a three (3) cent 
deduction is reasonable and adequate to cover the costs of those 
services which assure accurate payments to producers at the established 
prices, thus tending to aid in effectuating the policy of Congress as 
stated in the Agricultural Adjustment Acte 


I. Expenses of administration (Article X of the proposed 
marketing agreement and proposed order). 


The market administrator must necessarily incur many expenses 
in his operations. He must maintain a personnel sufficient to 
(a) compute periodically the uniform prices to be paid by handlers 
to producers and to determine the class prices to be paid by handlers 
each delivery period; (b) record and audit the sales and purchases 
report of handlers, and (c) provide for such miscellaneous work as 
contacts with producers, handlers and the parties in the market. The 
allowance of three cents formerly paid by the producers and now in 
accordance with the amended Act to be prorated among handlers appears 
to have been adequate. The proposed budget shown in Table 36 outlines | 
the uses to which this money may be put. The cost allowed by the 
market administrator is limited to a maximum of three cents per hundred- 
weight and if found to be excessive will be reduced as to any delivery 
period. The bond required of the market administrator and periodic 
audits of his accounts give every reasonable assurance that the monies 
are properly handled. 
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Tif PRICE STRUCTURE FOR MILK 


Technical Paver No. 1, Dairy Section, 
Agricultural Adjustment Adaninistration, 


United States Department of Asriculture. 
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‘THE PRICE STRUCTURE FOR MILK 


by 


Be ts Gaunnitz L/ 


and 
O, M. Reed 2/ 


Introduction 


One of the most important and perplexing problems encountered in milk 
narketing is that pertaining to the classification of milk. This problem is 
nerely one of many, although fundamental and probably the most important, 
shat may and perhaps must be approached through a study of the price struc- 
gure forsamilk, . . 


This paper was written for use in connection with marketing agreements 
and orders for milk. However, numerous questions have arisen pertaining to 
the classification of milk, the price structure, and related problems, and it 
is for these reasons that this paper is made available at this time. 


This analysis of the price structure has been developed under assump- 
tions of competitive conditions. Numerous details have been omitted in the 
interest of brevity and in order thst the discussion be suitable for general 
use. The analysis will be expanded as rapidly as possible, and the later 
phases of the work are to deal primarily with the price structure when tha 
assumptions upon which this peper is based are varied. 


The authors have receivod aid from several persons in the development 
of this paper. Dr. Warren C. Wiaite helped draft the paper in all but the 
latest stages of its development, and Dr. Harold B. Rowe contributed many 
valuable suggestions relative to the technique af the analysis. Others have 
made fruitful suggestions and have aided materially in editing the paper. 
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uf Chief, Dairy Section, Agricultural Adjustment Administration, United 
States Department of Agriculture. 


2/ Senior Agricultural Economist, Dairy Section, Agricultural Adjustment 
Administration, United States Department of Agriculture. 


Part I 


A complete analysis of the price structure far milk for the coun 
try as a whole would fill a rather sizable volume. However, for the 
purposes of this paper, it is unnecéssary to devote a great deal of time 
and space to the development of such an analysis. All that is intended 
in Pert I is to develop a rather general treatment of the price structure 
for milk for the country as a whole, in order that the analysis cf the 
price structure for milk within a milk shed may be approached more satis- 
Pactorily. 


An explanation of the price structure for dairy products for the 
country as a whole involves consideration of (1) the conditions affecting 
the demand -for milk, and (2) the supply characteristics of milk with 
respect to the localization of particular phases of the industry and the 
interchangeability of milk between different dairy products. Likewise, 
an explanation of :the price structure for milk within a particular area 
or a particular milk shed involves consideration of (1) the nature of | 
the demand for the different products derived from milk, and (2) the con- 
ditions affecting the supply of milk. 


A. The nature of the demand for milk. it is well. recognized that 
the demand for any comnodity is a composite of the demands of the differ- 
ent groups of people who are ready ta purchase different quantities of 
it at different prices. Similarly, the demand for a product such as milk, 


which is used in the production of a number of different products, l/ is 
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ay In 1932 the total volume of milk used in the manufacture of dairy 
products and used by the non-farm population as fluid milk and cream 
was distributed among the various uses as follows; 


product v | am Percent of total volume used 
Butter - creamery and whey | a A576) Sp 
Other manufactured: products | the ae To ceee 
Milk used by non-farm population more . 
as fluid milk and cream 41.2 
Total 100.0 


a/ Compiled from estimates of the production of manufactured 
dairy products, Bureau of Agricultural Sconomics, VU. S. 
Department of Agriculture....... 


b/ Compiled from Estimates of Consumption of Milk and Cream 
in Cities and Villages, Bureau of Agricultural Economics, 
U. S. Department of Agriculture. 
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the ageregate or composite demand for milk in all uses. ‘Thus, although 


_ the different, forms or products in which milk is used are competitive in 


the sense that each use competes with all other uses fora portion ef the 
totel supply of milk, and the derived demands are rival or competitive, 
in the aggregate they comprise the total demand for milk. The nature of 


the demand for fluid milk is discussed at length in Part III of this 


paper. 


Be The » supply « characteristics of milk, 


1. Localization cf the industry. Although milk production 
is an important agricultural enterprise in practically every State im toe 
United States, 1b nevertheless varies markedly hetween areas as to rela- 
tive importance and is highly concentrated in certain areas. An impor- 
teat factorin thisuconnection is the fact that the transportation system 
has developed so that certain areas possess a colaparative advantage in 
the production of Mik fer use in the pre duction ef dairy products that 
are readily storable and transpertable, and others have a conparative 
advantage in the production of milk for fluid consumption. ay the 
States of Iowa, Minnesota, Nebraska and Wisconsin produced 44. A percent 
of the total volume of creamery butter produced in the United aie in 
1932 and 1933, Wisconsin and New York produced 44.8 percent and 62.1 
percent cf the totel volume ef cheese produced in the United States in 


1932 end 1933, respectively. Of the total United States production of 


evapyrated milk in 1983, Wisconsin and California produced 53.35 percent, 
and the five States of Wisconsin, New Yerk, California, Illinois and Ohis 
prosuced | 704 percent > < In those areas wherein large urban centers are 
situated, notably the New England and Middle Atlantic areas, as well as 
in the territery immediately surrounding other urban centers, the larger 
part of the tetal volume ef milk produced is utilized in the form of 


fluid milk and cream. 


£. The interehangeability of the supply of milk between uses, 
The milk supply of the country is interchangeable between uses, especi- 
ally so in the case ef manufacturing uses.- In general, there is little 
difference between the quality requirements for milk used in the produc- 
tion ef evaperated milk, butter, cheese and other manufactured dairy 
products, «fmeaddition ee the fact that milk is markedly interchangeable 
between the uses noted above as far as quality requirements are concerned, 
precessing facilities for the different products are 80 intermingled 
Reographically, and, in fact, are in many cases’ available in cne plant, 
that the matter of the location of the preducer with respect to process- 


ing facilitias for the different products is usually not important in 


2/ Menufactured Dairy Products, Bureau of ene Aes Ecenomics, 
United States Department of “Agriculture 
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preventing producers from shifting their milk from one channel of dispo- 
gal to another. Thus, should relative price conditions warrant, the 
producer can in most cases shift his milk from one use So another. In 
the case of those plants manufacturing two or more prodicts, the 
producer does not have to shift his milk from ore plant to another, the 
shift or change in the relative volume of milk entering the different 
uses being accomplished by the plant management, and for the same 

reason that would lead the farmer to shift his milk from one use to 
another. 


The interchangeability of the supply of milk between nik pee 
duced for use as fluid milk and that produced for use in the production 
of various manufactured dairy products is not sv marked as is the inter- 
changeability of milk between the different manufactured products. 

‘This is due in large part to the fact that in most milk markets milk 

used as fluid milk must be produced in accordance with more stringent 
sanitary requirements than is the case with milk produced for use in 
manufactured dairy products. However, this factor operates, principally, 
to lengthen the period of time necessary for a producer +o shift his*dis= 
posal of milk from manufactured dairy products uses to fluid use. ‘The 
producer, in order to shift from the production of manufacturing milk to 
the productien of fluid milk, must equip his barn and follow the proced- 
ure with respect to sanitation that is specified in the health ordinances 
of the city or town in which he wishes to sell fluid milk. This involves 
additional expense in producing milk, but, if the farm price of fluid 
milk is sufficiently above the farm price of manufacturing milk, the pre= 
ducer will equip his barn and conform to sanitation regulations in order 
that he may sell fluid milk. Thus, although the degree of interchange- 
ability of milk between fluid use and manufactured product uses is less 
marked than the degree of interchangeability of milk between the differ- 
ent manufactured product uses, producers can and do shift from the 
production of manufacturing milk to the production of fluid milk when 
price relationships warrant. Similarly, vhen the price of fluid mals 
declines to a. point where it is not sufficiently high to cover the addi- 
tional costs of producing milk for fluid consumption, producers discon- 
.tinue the production of milk for consumption as fluid milk and produce 
milk for.use in the production of manufactured dairy products. 


C. Factors. affecting the general level of the prices of dairy 


Ser cern me een Sa. = ee ee 


products. 


1. Demand factors. Numerous factors influence the demand for 
dairy products, sush as the volume of the money income of consumers, con- 
suming habits, etc. Perhaps the most important of the factors affecting 
the demand for dairy products is the volume of money consumers have avail- 
able for the purchase of goods. Thus, the prices of dairy products vary 
directly with the income 9f consumers (assuming constant supplies). The 
relationship between the index of the farm prices of dairy products and 


en wes 


the index of factory payrolls (taken as a measure ef changes in the in- 
come of consumers) is shown in Figure 1. As was stated above, numerous 
factors affect the demand for milk. However, for the purposes of this 
paper, it is unnecessary to discuss them in detail. 


2. Factors affecting the supply of milk. The changes in the 
volume ef milk that will be forthcoming from a given number ef cows due 
to changes in weather, pasture and crop conditions need no comprehensive 
treatment here, since it is obvious that sudden and wide variations in 
the weather, droughts and ather unusual weather conditions that operate 
to reduce or increase the quantity and quality of feed relative to the 
number of livestock, all tend to cause variations in the supply ef milk. 


Aside from the factors noted ahove, changes in the prices 
of dairy products relative to the prices paid by milk producers for the 
articles used in milk production, as well as changes in the prices of 
dairy products relative to the prices of other farm products, affect the 
volume of milk produced. In the Middle West, for example, changes in 
the prices of competing farm products have an impertant effect on milk 
production.. An increase in the price of beef, or a relative decline in 
the prices of dairy products, is sufficient to cause large numbers of 
farmers in this section, particularly in the area west of the Mississippi, 
to turn to raising beef steers and heifers and let the calves suckle the 
cows langer than was the practice before the change in relative prices. 
In addition, in numerous cases where more than one livestock enterprise 
is followed on the farm, a relatively larger volume of the feed available 
is fed to livestock other than milk cows when prices of alternative live- 
stock products become favorable relative to the prices of dairy preducts. 


D. Relationships between the prices af dairy products in 
different markets. 


Since most manufactured dairy products are readily transport- 
able, the price cof a product such as butter tends to vary between markets 
by not more than the amount necessary to cover the cost of shipping the 
product (freight and handling casts) from one market to another. Thus, 
in Chicago, Illinois, situated in the large surplus butter-producing area 
comprising the Fast North Central and ‘jest North Central States, the 
price of butter is generally lower than in New York city by an amount 
sufficient to cover freight and handling charges frem Chicago to New York 
City (New York City being lgcated in a deficit butter-producing area). 
The decidedly close relatiouships between the prices of butter in diffor- 
ent markets are shown in Figure 2. 


The prices of cheese in differont markets vary tegether (see 
Figure 3), partly for the samo reasons as those advanced above with 
respect to butter and also because af the possibility of shifting from 
eheese productinn to the production af butter, which is more widely 
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transported. The same relationships exist with respect to evaporated 
Py Le 


In view of the foregoing, it should be evident that the mar- 
ket for the most important manufactured dairy products is national in 
Character and that the price of milk or butterfat used in the different 
products noted above in any particular area is closely associated with 
the price of milk so used in any other area. 


Be Relationships between _.the price of milk us ed in different 


er, ee ee, 


product.s. 


As was pointed out in B above, the supply of milk is markedly 
interchangeable between uses in the case of milk produced for manufac- 
turing purposes and to a lesser extent between fluid milk and manufac- 
turing milk uses. This factor operates to establish close relationships 
between the vrice of milk in different uses, in the country as a whole, 
aS well as within areas. (See Figure 4:) Thus, although the price of 
milk produced for use as fluid milk is generally higher in any particu- 
lar area than the price of milk produced for use in manufactured dairy 
products (for the reasons advanced in section B and section C), and 
therefore the market for fluid milk in any particular area may be con- 
Sidered as a local market, the price of milk produced for use as fluid 
milk varies with the ee of such milk in any other area and also 
varies with the price of milk produced for use in manufactured dairy 
products, both for the country as a whole and in the different sections 
of the country. 
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THE PRICE STRUCTURES FOR MILK WITHIN «4 MILE. SHED 


he terms under which milk is sold vary widely between markets. 
In soine markets, usually small’markets located within a surplus area or 
with few or no sanitation requirements, producers receive the same 
price f.0.b. the market for all milk, regardless of whether it is used 
for fluid milk, cream or manufactured dairy products. In other markets, 
wiile producers receive the same price for all milk sold, this price is 
a weighted average price which is computed by adding tozether the value 
of milk sold to distributors in accordance with a schedule of the 
prices for milk used for various products, and dividing the total sum so 
computed by the total volume of sales to distributors. In still other 
markets, producers receive two or more different prices for different 
portions of the milk which they deliver, a weithted average price for 
that portion of their milk sold as fluid milk and cream, and a lower 
price on the remainder, which is used in the production of manufactured 
dairy products. Again, producers may receive one price for that portion 
of their milk sold as fluid milk, another price for that portion sold das 
fluid cream, and still another price for that portion which is used in 
the production of manufactured dairy products such as butter, evaporated 
milk and cheese. 


In this section, the relationships between the prices of milk 
used for different purposes f.o.b. city, and the farm price structure 
arising therefrom, are examined in some detail. 


A. The price structure; uniform quality requirements - central- 
ized processing. 


For purposes of presentation, the price structure is examined 
in a hypothetical market, wherein factors operating to establish a dif- 
ferentiation in the prices of milk used in the production of different 
dairy products are assumed to be non-existent. One by one the factors 
operating to establish such differentiation in the prices of milk used 
in the production of different dairy products are considered, and thus 
the analysis of the price structure progresses from that of the highly 
simplified hypothetical market toward that of the most complex type of 
market. For purposes of analysis, therefore, it is assumed that: 


l. There is a freely competitive market. 


2e Local delivery costs and labor are the same for all 
classes of product. 
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o.) Mere iS no variation in the volume of milk consumed in 
different ‘Porrs. 


4. All milk, whether sold to consumers as fluid milk or 
other dairy products, is of uniform quality. 


6. All milk is brought to the city in fluid form, there to 
be processed into the various dairy products. 


6. There'is no variation in the volume of milk sold per: farm 
from day to day. 


. ; Under the conditions noted above, it is obvious that producers 
would receive the same per unit price for ale milk brought to the market 
since each unit of the supply re, interchangeable with every other unit. 
This would be true regardless of whether the milk were sold to the consum- 
er as fluid milk, fluid cream, or manufactured dairy products. 


However, it is well recognized that the butter and other manu- 
factured dairy products equivalent of a unit of milk can be transported 
long distances at very low cost per product equivalent of a unit of milk 
as compared to the cost of transporting a unit of milk the same distance, 
and can be kept in storage for » relatively long period of time without 
appreciable deterioration in quality. Manufactured dairy products are 
composed largely of milk solids, or, stated differently, they are composed 
of one or more of the constituents of milk concentrated to a very much 


‘greater degree than in whole milk. Thus it is more economical to produce 


the finished product, such as butter, cheese, etc., at a distance from the 
market and transport the finished product to the market, rather than to 
transport whole milk to the market and there process it into the finished 
product (unless, of course, the demand for all the products of milk in the 
market can be satisfied from the volume of milk produced in the area 
immediately’ surrounding the market). For example, one hundred pounds of 
butter contain approximately 80 pounds of buttérfat, and one hundred 
pounds of 3.5 percent milk contain 4.5 pounds of butterfat. Assuming that 
transportation costs per one hundred pounds of product are equal, the cost 
of transporting butterfat in the form of butter and in the form of 35 per- 
cent cream would be about 1/23 and 1/10, respectively, of the cost of 
transporting butterfat in the form of milk. The reasons given above 
suffice to explain why menufacturéd dairy products are produced, in many 
cases hundreds of miles from the market, and shipped to the market in 
finished product form rather than being shipped to the market in the form 
of fluid milk and there processed into the finished product. 
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The price s structure; | uniform a quality r requirements - decentral- , 
ized processing. 


For the purpose of considerins the manner in which the trans- 
portation factor affects the price structure for milk eines a milk shed, 
the preceding assumption that all milk.is brought to market, there to be 
processed into the several milk products, is now dropped aa instead, in 
addition to the remaining assumptions noted previously, it ihe assumed 
that: 


-1. All the milk which is produced within 100 miles from the 
market is needed to satisfy the demand for fluid milk. 


2- All.the milk which Is produced in the srea between 100 and 
150 miles from the market is needed to mest the demand for fluid cream. 


3. All the milk which is procuced within the area between LO 
and 200 miles from the market is needed, to meet the demand. for evaporated 
milk. 


4, All the milk which Is produced within the area between 200 
to 400 miles from the. market is required to meet the demand for butter. 


De Transportation costs vary in direct proportion to distances 
at the following rates per unit per mile: 


(a) Who tei milk eal tania ber mundnedheient. 


(b). .The ere: em equivelent of 100 pounds of 3.5 percent milk 
ed 0. 2g ent. 


(c) The pri, nl 30. milk equivalent of 100 pounds of 3.5 
percent, milk - G.1 cent. 


(4) The butter equivalent of 100 pounds of 5.5 percent 
milk - .05 cent, 


6. The farm value of skim milk exactly equals the cost of sep- 
arating cream from milk. | 


i iwutheonh.Oteyelhy value OF the butter equivalent of 3.5 per- 
cent milk (it is assumed that the over-run is necessary to cover the manu- 
facturer's margin) is $1.00. | ud . bing: shaogo . 


Under the above assumptions the f.o.b. city prices that must be 
paid for milk in order to secure the volume necessary to meet the demand 
for milk, as well as the f.o.b. city prices that must be paid for the 
cream equivalent and evaporated milk equivalent of 100 pounds of milk to 


esis aa 


meet the respective demands, can be readily computed. Thus, with the 
f.o.b. market price of the butter equivalent of 100 pounds of 3.5 percent 
milk at $1.00, the farm price of 100 pounds of milk which is converted to 
butter at a point 400 miles from the market is ¢1.00 less the cost of 
transporting the butter equivalent of 100 pounds of such milk to the mar- 
ket, or 80 cents ($1.00 - (400 X #.0005) = 3.80). At a'point 200 miles 
from market the farm price of milk uscd for butter is 90 cents ($1.00 - 
#.10 transportation costs — $.90). If milk is to be used in the produc- 
tion of evaporated milk at a point 200 miles from the market, the farm 
price of such milk must be 90 cents per hundredweight or else farmers will 
sell their milk to butter manufacturers rather than manufacturers of 


evaporated miik, The f.o.b. city price of the evaporated milk equivalent 
e farm price of 100 pounds of 


. of 100 pounds of 3.5 percent milk will be the fa 


3.5 percent milk at a point 200 miles from the market, plus the cost of 
transporting the evaporated milk equivelert of such milk to the market, or 
$1.10 ($.90 + $.20 = $1.10). Similarly, the farm price of milk used to 
produce cream at a point 150 miles from the city must be equal to the farm 


- price of milk used to produce evaporated milk at that point, else farmers 
‘will sell their milk for use in evaporated milk rather than cream, and the 


£.0.b. city price of the cream equivalent of 3.5 percent milk will be the 
farm price of such milk at a point 150 miles from the market plus the cost 


tect transporting the cream equivalent of 100 pounds of 3.5 percent milk 


I , 


from that point to the city, or $1.25 ($.95 farm price at 150 mile-point + 
#.30 transportation costs to market = $1.25). Similarly, the f.o.b. city 

price of 3.5 percent milk will be the farm price of milk used for cream at 
@ point 100 miles from the market plus.the cost of transporting fluid. milk 
to the market, or $2.05 ($1.05 farm price at 100 mile-point + $1.00 trans- 


portation costs to market = $2.05). 


Therefore, under the conditions assumed the prices for milk and 


*. milk products. f.o.b, city would be as follows: 


1. Fluid milk - $2.05 per hundredweight. 


2. The cream equivalent of 100 pounds of 3.5 percent 
milk rated Sleaor 


3. The evaporated milk equivalent of 100 pounds of 
3.5 percent milk - $1.10. 


4. The butter equivalent of 100 pounds of 3.5 percent 
milk = 1.00 (assumed, but of course a different 
price f.o.b. thé market for the butter equivalent 
of 100 pounds of 3.5 percent milk would be associ- 
ated with different prices for the other milk 
products than those computed above). 


; Under the conditions assumed it is:also obvious that milk would 
not be shipped to the city to be processed into the several dairy products 


(except in case: of error or lack of knowledge with respect to the most 
profitable channel of disposal, waich:is not possible.under the assump- q 
tions set forth). Prices in the city would. be quoted for milk, cream, 
evaporated mili and butter. All milk brought to the city ould command 
One price, cream another, etc. Thus, there would be no differentiation 
iM milk prices, f.0.b.s city. | 


wee 


"ae ‘The farm price for milk at any given point within any partic- 
Ular.zone ia, of course, equal to the farm price of milk at the outer 
edge, of the zone plus the difference between the cost of shipping. milk 
yin the. particular form to. the market . from the outer limit of the zone 
and ‘the .cost -Of shipping such milk from any given point within the zone. 
The farm price structure for milk that would obtain under the conditions 
set eeu enOTS is shown in Figure 5. - , | 


Cc. The price stmoturs: yaryins quality rvouirements - decentral- 


ized processing. 


eh If the assumption thet all milk is of uniform quality is dis- 
carded, and it is assumed that the quelity requirements for milk used in 
the form of fluid milk and crear are higher than those for milk used aa 
the production of evaporated milk and butter, then the type of market 
under analysis is somewhat more comparable to the rather complex type of 
milk market. now obtaining in many large urban areas. 


sanitation requirements vary somewhat between milk markets. 

. Usually, the requirements cover such items of sanitation as periodic 
.veterinary examination of cows, cleanliness of cows, cleanliness of dairy 
barns in addition to specifications with respect to‘the type of flooring, 
light, etc., specifications with respect to the type and care of the milk 
house, cleaning and care of utensils, and rules and regulations pertaining 
to milking and handling of the milk. 

It should be obvious that the sanitation requirements under 
which milk for fluid milk and cream is produced, which in by far the 
larger number of cases are more, stringent than the sanitation require- 
ments under which milk for manufacturing purposes is produced, operate 
to increase the cost of producing milk for use es fluid milk and cream 
relative to the cost of produeing milk for manufacturing purposes. Thus, 
over a period of time, the supoly price 3/ of a given volume of milk used 
for fluid milk and cream will be somewhat higher than the supply price of 
the same volume of milk used for mamif ‘acturing purposes, other factors 


remaining constant. Of course, the difference betveen the supply prices % 
of milk produced for use in different products‘*in dny milk supply area, 

other factors being the same, will depend upon the differences in the 4 
Sanitation requirements applicable to milk produced for use in the dif- ao 


ferent products. If it were assumed that sanitation requirements raise 


3/ The price that must be pa paid “in order that a. given oe of’ milkeer 


the desired quality be forthcoming. i 
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the supply price of milk for use as fluid milk and cream 20 cents per 
hundredwéeight per farm above the supply price per hundredweight for milk 
used for'manufacturing purposes, the price structure under the assumed 
conditions would be similar to that set forth in Figure 6 (a position 

of stable equilibrium is assumed, so that the f.o.b. city prices that 
prevail, and the farm price structure arising therefrom, are normal sup- 
ply prices). 


Under the conditions assumed, the prices for milk and milk 
products f.o.b. city would be as follows: 


1. Fluid milk - $2.25 per hundredweight. 


&. The cream equivalent of 100 pounds of 3.5 percent 


5. The evaporated milk equivalent of 100 pounds of 3.9 
percent milk - $1.10. 
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In Firure 6, the line PP represents the farm price of milk 
used for fluid milk and cream; the line AM the farm price for milk used 
in the production of evaporated milk and butter. It should be noted 
that as yet no factor has been introduced that will operate to establish 
different prices for milk f.o.b. the city. Under the assumed conditions, 
all milk produced within a particular sone will be used in the production 
of the same product. Thus, no milk will be shipped to the market as milk 
from the cream zone,:etc. Stated differently, there will be no differ- 
entiation between the price of milk based on the form in which such milk 
is sold f.o.b. city. Also, no: factor has been introduced that will oper- 
ate so that individual producers will receive different prices for dif- 
ferent portions of their milk., Producers within each zone will sell all 
of their milk at-.one price. Farm nrices in a particular zone will vary 
as transportation costs from different points in the zone to the city 
vary, and will vary between zones oecause of differences in transporta- 
tion costs of milk and the product equivalent of milk, and because of 
differences in cost of producing milk engendered by differences in the 
sanitation regulations applicable to milk and milk products. 

4/ 


D. The price structure as affected by type of transportation. 


It should be emphasized that the foregoing treatment of the ef- 
fects of the transportation rate structure and sanitation requirements 
on the price structure for milk has been greatly simplified for purposes 
of presentation. Variations in the transportation rate structure and 
sanitation regulations from those assumed bring additional complexities 
into the price structure. 


One of ths assumptions on which this analysis has been based so 
far is that transportation rates vary according to distance and weight 
only. However, several factors influence transportation costs, the 
more important of which are types of transportation (truck, tank car and 
railroad), complementary services, topography of country, volume, labor 
eonditions, gasoline and truck costs, and local transportation arrange- 
ments. Some attention will be given to the effect of these various | — 
factors on the price structure and size of sheds for the different types 
of dairy products. 
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4/ This section is based largely upon a report prepared by Dr. J. Me 
Tinley, formerly Principal Agricultural Economist, Dairy Section. 
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1. ‘ype of Transportation, From points relatively close to 
a markct, producers frequently find it advantazeous (or less costly) 
to transport their own milk to the city. Many producers use small 
trucks to transport feed, implements, ctc., from the city to their 
farms or from one part of the farm to another and find it convenient 
to take their milk direct to a city plant. The farmer or a member of 
his family operates the truck and because of proximity to the city can 
reduce operating costs per — cwt.-mile to a very low figure. However, 
as distance from the city increases, operation of a small truck per 
hundredweight milk increases rapidly. A large load becomes more cco- 
nomical so larger trucks are used. Few farmers have sufficient milk 
to supply a load for a large truck, so either a distributor, a private 
agency (hauler) or a cooperative association operates a truck and col- 
lects milk from several farmers. 


After a certain distance varying between, say, ten and sixty 
miles, depending upon the topography, density of supply, etc., truck 
transportation becomes too expensive per hundredweight mile. It is 
expensive to operaté a large truck (or truck and trailer) over country 
roads especially as production often becomes more scattered as distance 
from a city increases. 


Under these conditions, milk is usually hauled by producers or 
by truck to a centralized country assembling point, cooled and loaded 
into a tank truck and hauled into the city. Also, there are definite 
limits to the distance from which milk can be hauled by tank truck. 
In some of the larger markets, milk is collected at country stations 
and cooled, and then shipped by train to the consuming center. [na 
few instances, milk is processed and bottled at a country point and 
shipped into the city for distribution. 


In Figure 7 are shown, hypothetically, the transportation costs 
on milk into a large consuming center.2/ For the first ten mivesi, 
milk producers will haul their own milk, the lowest cost being five 
cents a hundred pounds (ost of which is for handling costs). The 
total cost rises as distance from the consuming center increases, but 


_after about fifteen miles, costs rise very rapidly. There is a zone 


in which milk may cither be handled by the producer or by truck. From 
about twenty miles, however, it becomes more economical to haul by truck. 
This is probably true up toabout seventy miles. From seventy to ninety 
miles is another zone of indeterminateness in which milk may be hauled 
either by truck (in cans) or assembled and hauled in tank truck. 
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57 The variations here discussed are not considered in later Figures. 
Therefore, a different set of rates has been assumed, under which 
the differences, in rates have been magnified. 
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From ninety to one hundred and fifty miles, milk will be hauled 
in tank trucks, but for greater distances the time of hauling and load 
limitation would tend to make it more economical to assemble milk at a 
country plant and transport milk to city by train. There is a zone of 
indeterminateness from 150 to’ 186 miles in which milk may be hauled 
either by tank car or by railroad. 


These distances would vary from market to market depending upon 
topography, state of roads, density of supply, relative costs oF d2nier- 
ent methods of transportation, etc. 


Transportation rates are commonly set on the basis of zones, 
under which rates, instead of incressing directly in proportion to dis- 
tance, increase in a series of steps as is show in Figure’ 7. 


2. Complementary Services. Transportation rates usually’ include 
some elements of cost other than mere hauling. Milk has to be loaded 
and unloaded, iced or refrigerated. Tuese aré usually more or less fixed 
costs and do not vary with the length of haul. Thus the longer the dis- 
tance haulcd the lower these costs became per mile, resulting in a tend- 
ency for transportation rates per unit to decline as distanee increases. 


There is somewhat greater risk in hauling milk than in hauling 
butter -- milk has to be handled with more care and speed. For this 
reason a particular transportation agency may charge a higher rate for 
hauling an equal volume or weight of fluid milk than for butter or evap-— 
orated milk. 


3, Rute Schedules. Many transportation agencies, especially 
railroads, do not arrange their rate schedules by miles, but by zones. 
It is thus possible that the rate will be the same on milk hauled 101 
miles and 120 miles. 


4. Topography of Country. Transportation costs per mile are 
usually somewhat higher in mountsinous and hilly country than in flat, 
level country. Tunis is due to the fact that more fuel is consumed, 
fuel costs are themselves high, there is more strain on vehicles and 
speed is greatly reduced. The condition of the roads is also important. 
Narrow, winding roads greatly reduce the speed of trucks and to s certain 
extent regulate the type of trucks that can be used. ; 


5. Vulume of Milk. Wuere dairies are smell and scattered, tho 
costs of collecting milk are considerably higher than where production 
is more concentrated. Frequent stops to pick up small quantities of 
milk and a long distance between stops materially imcrease hauling costs. 
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Railroads usually charge different rates, depending upon rhether the 
commodity is hauled in carlot or less than carlot units. 


6. Labor Conditions. An important part of hauling costs is 
the expenditure for truck drivers and mechanics. Ju cities where labor 
is cheap, rates may be somewhat lower than where wages are high, 


?. Gesoline and Trucks. The prices of gasoline, oil, trucks 
and spare parts vary considerably in different parts of the country. 
This may have a material influence on hauling costs in different local- 
bess 


8. Control of Hauling. In some markets, all transportation is 
handled by one agency or by not more than two or three agencies. This 
reduces overlapping of routes to a minimum and should result in lower 
unit operating costs. In other markets, each producer or each distribu- 
tor undertakes to make his own @uline’ arrangements. In such markets, 

a great deal of overlapping may occur. Efficient use is not made of 
transportation facilities, and conseqhently rates will tend to be hisher 
than where there is centralized control of hauling. 


The foregoing serves to indicate some of the factors that affect 
the transportation rate structure for milk. 


E, The ‘price structure as affected by the type of sanitation 
regulations. 
Some of the factors that must be taken into account in de- 
termining how sanitation requirements affect the price structure for 
milk in different milk sheds and for a particular shed are as follows: 


(1) The sanitetion regulations in force in the milk shed. 
sanitationregulations are much more stringsnt in'some markets than in 
Others. There is, thercfore, no possibility of developing a generally 
applicable cost figure which eould be applied to the price structure for 


milk within a particular market and used in the practical determination 
of milk prices within a particular milk shed. 


{2) The cost of meeting sanitetion regulations, even though 
the regulations are the same in some markets as in others, may be wide- 
ly different. Labor and material prices may vary materially between 
different markets, so that, even though the regulations may be exactly 
the same between particular markets, the cost of meeting the sanitary 
regulations may vary materially. 


(3) In addition, health and senitation regulations may be 
of such nature as to permit only those producers located relatively near 


the market to qualify as fluid milk producers. For example, the imposition 
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of a regulation requiring that fluid milk shall be delivered to the con- 
sumer within a given number of hours from the time it is produced would 
automatically set a maximum distance over which milk could be trans 
ported and might reduce materially. ‘the area from which fluid milk ¢ould 
be shipped +6 the market. In this case. ‘the price for fluid milk would 
increase until consumption was reduced, or until production within thé 
area was increased, or both, to the point where the market would just 
use the milk produced within the-new zone. .This, of course, would in- 
crease the price spread between. fluid ilk and the product Souvalent of 
milk used in other dairy products f.o.b. the market, and would increase 
the farm prices of fluid milk relative to the farm price of milk used in 
the production of other dairy products. 


Also, arnetan regulations may not increase the costs of meeting 
the sanitatinan regulations by the seme amount per unit of product on all 
farms. Some fatms are better equipped than others and hence have smaller 
additional expenditures to meet requirements. Large dairies can ordinar- 
ily utilize equipment more economically and, therefore, their eost per 
unit for milk: houses, cooling equipment and other outlays commonly 
required by health and sanitation regulations is lower. Such dairies 
have their competitive position improved by the raising of inspection 
requirements end may increase their production. Others may tend to shift 
to cream, or butter production, rather than make the additional outlays 
hecessary. Depending upon these effects on supply, zones from which the 
Various products are shipped to the market may be either enlarged or 
reduced by the ea error changes in the sanitation regulations. 


While this dis scussion of the price structure has been developed 
entirely in terms of transportation costs and costs of meeting health and 
Sanitation requirements, it should be apparent that variations in costs 
resulting from other causes Will work out in practically the same manner. 
The important ent cane between the effects on the price structure 
of those costs which vary with distance from maz “ket, as does transporta- 
tion, and costs which are likely to be rather Griform regardless of 
. distance from the city, The influence of each of these types upon the 
price structure for milk is illustrut=d in a general manner hy this 
analysis of transportation costs and costs of meeting health and sanita- 
tion regulations. 


Variations between farms, such as those due to available equip- 
ment, type and condition of herds, type, of land, labor supply and even 
personal preferences, will partially determine which farmers will 
produce milk for the various uses. Also the relative significance of 
these latter factors becomes greater as class differentials become 
smaller near the boundaries of zones. Therefore, their principal effect 


.. amilk shed, and how differences in the san 


is to:cause the boundaries between the areas in which the several classes 


are produced to be less clearly defined than would be indicated by the 
simplified example set! forth in. the. analysis. ee 


(4). Also, there-are higher sanitation regulations for fluid milk 
than for cream in some markets, This operates’ to establish higher 
‘supply-prices for milk produced for use as fluid milk than far miLk"pro— 

duced: for use as fluid: cream. nies 


_.The foregoing serves to indicate in a general way the manner mel 

.which sanitation regulations affect the price structure’ for milk within 
nitation regulations: may affect 

the price structure in aifferent milk sheds, bar ‘ 


Rs The price structure; decentralized processing ~ uniform 
qQality requirements -'variations in production. 

The manner in which the transportation rate structure and sanita- 
tion regulations affect the price structure for milk within a milk shed 
has been set forth im some detail in the preceding pages.. In order to 
approach more nearly the price structure for milk as it actually exists 
in many milk markets consideration will be given to the price structure 
under the conditions that prevail when the assumption that there is no 


variaticn in production is dropped.” « 


There are marked variations in the production ef milk, which are 
perhaps most easily classified on the bagis of time periods, such as day 
to day, week to week, year to year, end long time variations. There Lee, 
some day to day variation in production, .al though this type of variation 
is undoubtedly negligible. The seasonal. variation that takes place in 
milk productiom within most milk sheds e/ is marked, production in the 
fall and winter months usually being much less than production in the 
spring and summer months. This type of variation is due largely to such 
factors as (1). the greater ‘supply of succulent feed available during the 
pasture season, (2) time of freshening of cows, (3) inclement weather 
during the winter menths, ete. In-some areas, the, seasonal variation 
in producticn is much more extreme than in others ie, and even within the 
same area, production often shows a more marked seasonal variation in 
gome regions than others within the area. pang ss aed 


Year to year changes in preduction are: due to such factors as 
(1) differences in faed praduction conditions that are associated gen- 
orally with differences in weather and growing conditions, (2) shifts 
into and aut of the ddiry business due to changes in the relative 


ea scesuk sicaser ses Cnconycle rentgh peer ie aieb renner shir ers Sane tebe al, |S sae meh nce ene tree Snewnom TAR Pe neh TaN ens re ae cA eer ee nn ee ee Se eee 


6/ Ross, H. A-., Cornell University, Agri. Exp. Station Bulletin No.o27; 
also based on production data secured with respect to the markets 
operating under Federal milk licenses, 

we Based on production data secured with respect ta the markets oper- 
ating under Federal milk licenses, 


vrofitableness of milk preduction as compared to cther types of agricul- 
tural production, (3) other factors that may operate intermittently, 
such as the imposition of a sanitary regulation to the effect that all 
milk sold in the market as fluid’ milk and cream must come from cows free 
from tuberculosis, which may operate to cause a marked decrease in thé 
number of milk cows within the area, reduce production’ within the area 
quite markedly for a short period, and necessitate a temporary increase 
in the size of the milk shed. . | . | 


Cyclical and long-time changes in production are probably ass?- 
Clated with long time trends in demand, such as changes in the consuming 
habits of the people, the ebb and flow of population in urban centers— 
and other nathan such as changing opportunity cost relationships and’ 
type of farm organization and operation which set the limits of expan- 
Sion of production within a given area, etc. 


Seasonal variation is one of the most important types of varia- 
tion in production. For purposes of presen ation,’ therefore, the 
Manner in which seasonal variation in production affects the price 
structure for milk within a milk shed is considered, with all other 
types of variation in production noted above held constant. —/ 


For most milk markets the volume of ‘milk sold to consumers as 
fluid milk and cream:varies somewhat from season to season, but the pro- 
duction of milk varies much more seasonally. Thus, during the period of 
low production, the production of milk within a milk shed may be just 
sufficient tn meet’ market requirements (an amount about ten percent in 
excess of average daily sales); while during the: season of flush produc -_ 
tion the volume of milk Ae PAR the milk shed is usually far in- 


excess of market requirements 


For purposes nf presentation, it is assumed that (1) during the 
period of low production the volume of production within the 100-mile 
zone (see Figure 5) is equal to market requirements for fluid milk, 
(2) the sanitation regulations are the same for all milk regardless 
Of the form’in which it is sold, (3) production varies seasonally, 
(4) there is no difference Hecesen the seasonal productinn curves of 
individual producers, and (5) there are no variations in consumption 
cther than daily. Under these conditions, there are several lines of 
procedure which distributors might follow with respect to purchasing 
milk from producers, such as (1) expanding and contracting the area 
from which milk is secured inversely to the expansion and contraction 
of milk production, (2) taking all the supply of milk produced within 
a given area (wherein the supply during the perird of low production 
is just sufficient te meet the market requirements for fluid milk) 
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8/ For ease in presentation, the examples used to explain certain 
points are stated in terms of fluid milk only throughout the 
remainder of this paper. ‘rhe same treatment is applicable in 
& general way to other dairy products. 
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and paying producers prices low enough to snable distributors to securo a 
high enough margin on fluid milk to cover the losses incurred in hand- 
ling manufacturing milk during the peried when supplies are larger than 
fluid requirements, or (3) purchasing milk from producers under a price 
arrangement which encourages producers to produce an even volume OL. mJ ie 
throughout the year. | 
If distributors elected to secure their market requirements for 
fluid milk by contracting and expanding the area from which they draw 
their supplies inversely to the seasonal variation in preduction, 
refusing to take the preduction of distant shippers during the season Ola 
lew production, the zones from which fluid milk would be drawn at diffor- 
ent periods of the year would show marked difference from that shown in 
Figure 5. If, during the period of low production the volume of milk 
preduced in the area within 100 miles of the market were sufficient to 
meet fluid requirements, the volume of milk produced within this zone 
would be far in excess.of fluid requirements during the pericd of heavy. 
production. For example, if the volume of milk produced during the 
peak production. period were 40 percent above that produced in the lew 
production peried, the milk shed would be markedly contracted, avout 40 
percent in area if the density 2f production were constant throughout 
the area, but more than this if, as is often the case, the density ef 


milk production declines as distance from market increases. 


Assuming that the price of milk during the low preduction period 
wera $2.05 f.o.b. city, and the. farm price structure the same as that 
indicated in Figure 5, the f.o.b. market price during the period of 
high production would be less than the f.0,b. market price during the 
season cf lew production by an amount equal to the saving in trans- 
portation costs involved in secuving the supply of milk closer to the 
market during the flush period, and would vary between these limits 
during the year, depending upon the extent of the area wherein the vol- 
ume produced was needed to meet fluid requirements. The farm prices 
would vary in the same manner, being equal to f.o.b. market prices less 
the cost of transporting milk to tievcl uve 


There are several factors, however, that operate to cause dis- 
tributars to secure their milk from the same area throughout the 
year, rather than expanding and contracting the geographical scope 
of their operations to secure only that milk needed to meet fluid 
milk requirements. It is a matter of grave. concern to the distributor 
that he: be assured of a volume of milk sufficient to meet his market 
needs. Therefore, the risk involved in dropping a source of supply 
during the season of flush production, when it is practically certain | 
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that that source will be needed during the season of low production, is 
a factor operating to check such action, since the distributor can 
never be certain that some competitor will not immediately furnish the 
shippers he dropped with an outlet for their milk, thereby forcing him 
to seck even more distant sources of supply during the season of low 
production. 7 


‘Another factor of importance in this connection ig that related 
to the costs of procuring milk froma rather constant area, as compared 
to the cost of procuring milk from dn area that varies markedly through 
out the year both in geographical extent, and the number of individual 
sources of the raw material. It undoubtedly costs less to procure milk 
from an area that stays rather constant with respect to geographical 
extent and number of producers, then from an area that.varies markedly 

throughout the year in geographical extent and nuwuber of producers. 
Some of the savings are: (1) there are fewer field men needed to con- 
tact producers and secure their patronage, (2) bookkeeping and office 
axpense is lower due to the fewer number of producers for whom accounts 
must be kept, statements must be prepared, and to whom payments must be 
made, (3) fewer laboratory tests have to be made, resulting in savings 
in laboratory technician labor costs, laboratory supplies, Ctl as, 4) 
fewer individual containers have to be handled, involving savings in 
receiving lahor, can washing, and sampling, and (5) there is less cost 
involved in furnishing various services to producers, It appears, 
then, that distributors can afford to pay producers a premium for even- 
ness of production, so that they may, through the payment of. such 
premium, secure the volume of milk needed by them to meet their fluid 
milk requirements from an area smaller in extent geographically, and in 
numbers of individual sources of supply, rather than securing their 
supply from an area that contracts and expands markedly as production 
decreases and increases seasonally. The amount of: the premium distrib- 
utors can afford to pay in this connection is the difference in the 
costs of procuring their milk supply from an area that remains practi- 
cally constant in geographical extent and in number of individual 
sources of supply, and the cost of procuring milk from an area that 
varies markedly in geographical extent and the number vf preducers 


from whom milk is purchased. 
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There is another factor that exerts a tendency to cause the dis- 
tributor to pay producers e premium for evenness -in production. It has 
been poinved out previously thet a volume of milk perhaps 10 percent in 
excess of average daily sales must be brought to market to meet daily 
variations in the volume of milk sold to consumers as fluid mite. Jn 
order *n handle this volume of excess milk, which might be termed the 
daily operating reserve, the distributor has to integrate a by-product 


enterprise with the main enterprise, scr find some other chennel of dis- 
posal. However, as far as this operating reserve is concerned, it is 
cf such constant volume?/ that efficient. methods of disposal as manu- 
factured preducts can be develeped. It is. the marked variation in the 
seasonal excess and the difficulty of handling it efficiently that is 
an important factor:in leading distributors to endeavor to secure a 
more even volume ef supplies. This arises because more. efficient 
methods of handling the excess can be developed when the supply is con- 
stant than when it varies markedly. Thus, during the seasen of flush 
production the distributor has to convert te other uses, cr someone 
else does it in his stead, a volume of milk that may be severel times 
as great as the velume se converted during the season ef low producticn. 
This may be demonstrated ry reference to some assumed figures, as 
follows: : 


1. ‘fhe volume of milk sold nae as tluid milk throughout the 
year is 10,000 pounds. 


2. The volume of milk brought to market is 11,000 pounds (10 
percent of average daily sales needed to meet daily variations in fluid 
milk sales) in the season of low production and 14,0CO pounds during 
the season of flush production. 


The volume of milk that is diverted te uses other than fluid 
milk is therefore 1,900 pounds per day during the season of low produc- 
tion and is 4,000 pounds per day during the flush period, or 5,00C 
pounds greater than during the low peried. This is entirely a seasonal 
excess (3,CCO pounds of the 4,000) and represents an increase in the 
output of products other than fluid milk of 300 percent. Of course, 
under actual conditions, the increase in the volume of milk diverted te 
uses ether than fluid during the flush seasen will be dependent upon 
the actual seasonal variatien in production, which will, in seme cases, 
be greater, and in other cases less, then indicated-in the above 
exampl-. 


The seasonal excess in production therefore raises sericus 
questions as to how it may be handled efficiently. It undecubtedly 
costs far more te handle a velume ef excess milk that fluctuates 
markedly from season to season, as does a.seasonel excess, than it 
eests to handle a volume of excess milk that remains rather constant 
from season to season, This is due to the fact that equipment, and 
in many cases labor, must bea available to handle a peak load far in 
excess ef the load during the peried of lew preduction when only a 
small velume of milk, equal to about 10 percent of average daily sales, 
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2/ kssumed, but practically all available data indicate’ that it is 
actually quite constant. 
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is converted to uses other than fluid milk. The distributor, therefore, 
can afford to pay a premium for evenness of production in additicn to 
that already noted, the size of the premium being approximately equal 
to the difference in costs involved in handling a constant volume of 
excess (the operating reserve) as compared to handling a widely fluc- 
tuating volume of excess milk (the seasonal excess). ; 


The foregoing indicates that distributors are able te: pay a 
premium for evenness in production. It appears that it would be a 
metter of indifference to distributors whether they paid a given sum” 
of money, including premiums for evenness of supply, to secure a par- 
ticular volume ef milk, or*paid a sum of money about equal to the fcrmer 
for a similar volume ef milk, the latter sum, however, being paid partly. 
to producers delivering an uneven volume of milk, and partly for extra 
costs involved in procuring milk from an irregular area.- In the former 
ease, the farmer gets a higher percentage of the total volume af money 
expended for milk purchases and eperating costs by the distributor than 
in the latter case, but total costs to the distributor remain about the 
same. It is probable that it is a matter of indifference to distribu- 
tors whether they pay out a given sum of money in the one manner or the 
other. If distributors elect to secure their milk supply withceut pay- 
ing producers a premium for evenness in production, it is evident that 
the seasonal variation in producers' prices would be quite marked. 


Tt is, obviously, more econcmical to secure milk that is to be 
sold as fluid milk frem sources near the market and to process the 
seasonal excess into milk préducts cther than fluid milk at points 
outside the area wherein preduction is just necessary to meet fluid 
requirements, since the cost of transporting the fluid milk equivalent 
of manufactured dairy products from any given point is much greater 
than transporting such preducts t market in finished form. Of course, 
the extent cf the saving will depend upon the size ef the area and the 
like. Thus, during the period of flush preduction, fluid milk would 
be drawn from a point much nearer to market (depending upon the 
seasonality in production and relative density of production through- 
out the area) than during the season of low production. F.o.b. market 
prices for fluid milk during the year Would vary directly with differ- 
ences in costs of transporting milk from different prints within the 
eréa.’ Thus, if milkyis transported only 50 miles during the flush 
perind and 100 miles during the low peried, f.o0.h. market prices, 
assuming transportation costs of 1 cent per hundredweight per mile, 
woulda vary within a 50-cent range during the year, heing 50 cents 
higher during the peried of low production than in vhe peried cf high 
production. Farm prices would vary in the same manner, being equal 
te f.o.b. market prices less transportatien costs. 
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If, however, milk is brought to the market in fluid form and is 
then diverted to more concentrated forms such as cream, evaporated 
milk and butter, the product equivalent of such milk will sellat 
‘prices f.o.b, the market equal to the price at which the product can 
be shipped to the market from distant areas. Thus, if the butter 
equivalent of milk can be brought to the market from distant sources 
for $1.00 f.o.b. the market (farm price plus transportation costs on 
the butter equivalent of 100 pounds of milk), the butter equivalent of 
milk brought to the city in fluid form will sell for only Sb. OOMi vor ne 
the market. The farm price of such milk would he materially less than 
$1.00 per hundredweight. Fer example, if milk is shipped 50 miles and 
transportation costs are 1 cent per hundredweight per mile, the cost 
of transporting a hundredweight of such milk is POO. cents. sii) mie 
product equivalent ef such milk sells for 51,0C f.o.b. the market, 
then the farm price of such milk would be 50 cents. Of course, if 
such milk is shipped any great distance as fluid milk, the. product 
equivalent f.o.b. the market may not sell for enough to more than 
cover transportation costs fran the farm to the market. Therefore, if 
milk is shipped to the market in fluid form for any appreciable dis- 
tance and then converted to more concentrated products, farm prices 
for fluid milk are decreased appreciably. Under these conditions the 
seasonal variation of prices paid producers would be much more pro- 
nounced than that cbtaining under the conditions treated previously. 
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Go The price structure, decentralized proces sing, special qual- 


The seasonal variation in prices to producers would be even 
more marked than under the conditions treated previously if there were 
higher quality requirements for milk produced for use as fluid milk 
than for milk produced for use in other products. 


This can he demonstrated quite readily by reference to the . 
following example wherein it is assumed that (1) distributors bring to 
the market only that milk needed to meet their fluid requirements, 
which are assumed to be constarit; (2) the area from which the fluid 
milk is drawn is eontracted and expanded inversely to the seasonal 
Variation in production; (3) distributors contract with producers to 

take their iailk only fer the periods’ wherein it is needed (obviously, 
under this sort of an arrangement the milk cf some producers would 
be used as fluid milk all of the time while that af others would be 
so used at only certain specified seasons in the year); (4) the cost 
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of mecting sanitation requirements, if all milk were sold as fluid 
milk during the year, would be 20 cents per hundredweight per pro- 
ducer; (5) the alternetive farm value of milk sold for any other pur- 
pose is $1.00 per hundredweight; (¢) transportation costs vary uniform- 
ly with distance, at one cent per hundredweight per mile; (7) during 
the season when the milk of producers in outlying areas is not needed 
for fluid milk uses, there are plants available for manufacturing it 
into other dairy products. 


vv 


‘Under these circumstances the total yearly cost of meeting 
fluid milk requirements for outlying producers, or, rather, for those 
producers who sell their milk as fluid milk for a short period during 
the year, would have to be covered in a much higher farm brig for 
the months during which they sell their milk as fluid milk.—/ Under 
these assumptions, a producér selling his milk as fluid milk during 
the entire year would incur only 20 cents per hundredweight addition- 
al expense for meeting sanitation regulations. On the other hand, the 
producers who sold milk as fluid milk one month of the year would incur 
equal expenses over the entire yeer, or approximately twelve times as 
great per unit for the month during which such milk is sold as fluid 
milk. Thus, during the season of low production the farm price must 
be sufficient to cover, during one month, the entire cost of meeting 
sanitation regulations for the entire year, which, in the assumed case, 
would amount to approxinately $2.40 per hundredwoight above the altcrna- 
tive use value for milk at the farm, The operation of this factor is 


depicted graphically in Figure 8. 


Under these assumptions the f.o.b. city price (farm price plus 
transportation costs) ranges from $2.20 per hundredweight during the 
month of high production to $4.95 per hundredweight during the month of 
low production. If, as assumed, Gistributors purchase a uniform quantity 
of milk per month, the weighted average price would be approximately 
$2.90 per hundredweight. If, however, production within the area within 
100 miles of the market (see Figure 8) were uniform from month to month 
at a level equal to production during the month of high production 
obtaining in the example set forth above, the f.o.b. market, price through- 
out the year would be $2.20 per hundredweight as compared to the weighted 
average price of $2.90 per hundredweight prevailing under the conditions 
as set forth in the previous example. If, therefore, the distributor 


pry Of course, part of the expenses of producing milk in conformance 
with the sanitation regulations is fixed, and part of them is vari- 
able. This introduces an additional complexity, and probably oper- 
ates to change the seasonal price curve from that set forth in this 
analysis. However, it does not appear necessary to develop this 
point further for the purposes of this paper. 
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could procure his milk supply from producers who produce a constant 
volume of milk throughout the year, it is to his best. interest to do so, 
since he could secure his milk supply for less total cost then would be 
the case otherwise. ta) tee: 


It should be noted that the marked seasonal variation in prices, 
which in any particular market would be different from that set forth 
above, depending upon the degree to which conditions in the market and 
the supply area vary from those assumed in the example, would in time 
be partially corrected by producers within the areA changing their sea- 
sonal output curves in order to sell a larger volume of milk during the 
period when prices are seasonally high. However, it would be greatly 
to the advantage of some preducers to shift their seasonal cutput 
curves, and little if any to others, depending upon the type of farm 
organization and operation followed by cach. 


It has already been indicated that distributors can afford to pay 
producers in such a manner that evenness in production is encouraged, 
due to the economies in procurement costs in securing milk from an area 
that is rather constant gecgraphically and in: . number of individual 
sources of supply rather than an.area that varies markedly in geograph- 
ical extent and in the number of individual sources of supply. Also, 
it has been indicated that the economies involved in handling a minimum 
and rather constant volume of excess milk furnish an incentive for dis- 
tributors to pay producers in such a manner that. evenness in production | 
is encouraged, in addition to the incentive noted above. 


Heretofore it has been assumed, for purposes of analysis, that 
there is no difference between the seasonal production curves of in- 
dividual producers, This assumption is now discarded and the analysis 
focused upon conditions more nearly in accordance with those that pre- 
It is well recognized that there are marked 
differences between the seasonal production curves of different groups 
of producers as well as individual producers. 12 Thus, in any parti- 
cular milk market there are many producers who produce milk practically 
in accordance with fluid milk needs, while others do not, 


vail in actual markets. 


é 


dak For purposes of presentation and emphasis, this example has been 
exaggerated. 

l2/ Lininger, F. F., Pennsylvania State College, agricultural Experiment 
Station Bulletin No. 231, also based on unpublished data in the files 
of the Dairy Section. 


> Bae 


A brief consideration of the types of distributors and pro- 
cessors operating within any particular milk shed will now be given 
in order to bring into the analysis’ the conditions which, taken in 
conjunction with those set forth in the two preceding paragraphs and 
in Part III of this paper, suffice to'éxplain why milk suitable for 
consumption as fluid milk is brought to market, one part of which 
sells for one price, another part for Sls etce., in short, the 
development of a system of class a aa 


In almost any milk market oan as is the case in those small 

' villages and towns where practically all of the milk is distributed” 

by producers) where the economy of: the market has developed to the 

point that distributors have become specialized, different degrees 

of specialization obtain between distributors. Some distributors 

Sell oniy fluid mitk and/or cream, others sell only fluid milk and/or 
cream and a relatively small volume of manufactured by-products (butter, 
cheese, ice cream, etc.) and still others sell some fluid milk and cream 
and sell a relatively large volume of manufactured dairy products. 
Within the same area, other processors produce and sell manufactured 
dairy products entirely. In other words, all degrees of enterprise 
combinations are to be found, ranging from the highly specialized 

fluid milk distributor to the relatively as highly specialized manu- 
facturer of manufactured dairy products. The reason for such special- 
ization is, obviously, that the economies in organization and opera- 
tion gained through specialization are quite marked. ‘This point needs 
no further proof than that evident to anyone who observes the present 
organization and operation of ater! both agricultural and ron-agri- 


cultural. 


Under the above conditions, it may appear that it is’to ‘the in- 
terest of all fluid milk distributors and all processors of manufactured 
dairy products within a particular area to pay producers in ‘such a manner 
that evenness in production is encouraged rather than for specialized 
fluid milk distributors to do this alone. This is true to a certain ex- 
tent. However, milk is bulky and perishable and the storage of milk is 
hot economically feasible. On the other hand, manufactured dairy prod- 
ucts can be and are stored for relatively long intervals. Thus, manu- 
factured dairy products are produced in largest volume during the spring 
and summer months and are stored until they are moved into consumption. 
This tends to even out the seasonal variation in the prices of manu- 
factured dairy products. Under these conditions the premium that could 
be paid producers of milk for use in manufactured dairy products to en- | 
courage evenness in supply would be equal to the cost of storage from 
the flush production period until the product moves into consumption and 
the savings realized in manufacturing costs when the volume of product 
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produced throughout the year is constant rather than varying. In. 
addition, the supply areas of individual manufacturing plants are, |. 
in most cases, much smaller than the supply areas of individual | is 
fluid milk plants so that transportation costs do not affect Pari ee 
prices seasonally to as great an extent as is the case with fluid 
milk. Also, there are, in many cases, few sanitation requirements 
with respect to the production, care and handling of milk produced 
for use in the production of manufactured dairy products; and, in 
those cases where there are sanitation requirements with respect to 
such milk, they are rarely, if ever, of such nature that farm pro- 
duction costs are increased markedly. Thus, sanitation requirements 
for milk produced for use in the production of manufactured products 
do not operate to increase the seasonal variation in the price of 
such milk to any appreciable degree, certainly, in any case, to a 
much lesser extent than in the case of milk produced for use as fluid 
milk, These considerations suffice to oxplain in a large measure why 
_ pricing systems pointed to encouracing evenness in production have 
not developed with respect to milk produced for use in the production 


of manufactured dairy products. 


In view of the foregoing, it appears that there is a wide 
range in the incentive of diffexent types of distributors to pay pro- 
ducers in a manner that encourages evenness in production. For spe- 
Clalized fluid milk distributors this incentive is quite strong and 
diminishes in strength in relation to the diminution in the degree of 
Specialization of distributors until, in the case of manufacturers of 
manufactured dairy products, there is little ineentive to purchase 
milk from producers for evenness so that evenness in production is 
eneouraged. Under these conditions fluid milk distributors will com- 
bete with each other to secure the patronage of those producers who 
produce a rather constant volume of milk throughout the year so that 
these producers beeome associated with specialized fluid milk dis- 
tributors. Further, producers who produce a more variable volume 
Of milk will become asapciated with less specialized distributors. 
Stated in other terms, when producers are classified on the basis 
of their relative seasonality of production, they will tend to be- 
come directly associated with distributors in accordance with the 
relation between the relative constancy of production of different 
classes of producers and the relative strength of the incentive of 
different classes of distributors to secure an even volume of sup- 
bly of the raw material, Thus, within a milk shed different pro- 
ducers will receive different prices for milk, such differences, 
after adjustments for location differences, being due to relative 
differences in the seasonal variation of production of different 
producers. Under these circumstances and providing economic forces 
have time to work out their full effects, producers who produce a 
relatively constant volume of milk througheut the year will receive 
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higher prices than those producers who produce a relatively more - 
variable volume of milk throughout the year. Furthermore, cee 
producers who produce a relatively constant volume of milk through- |. 
out the year will tend to be associated with highly specialized . ee 
fluid milk aistributors (highly specialized in the sense that 
the eperating unit is engaged almost entirely in the distribution 
of fluid milk), while those who produce a relatively more variable 
quantity will be associated with distributors who are less highly 


specialized (in the sense noted above). 


Heretofore, no seasonal variation in consumption of fluid 
milk has been assumed. The next step in the analysis is to examine 
how (1) various factors eperate to establish retail prices for .f.uid 
milk at a practically uniform level throughout the year and, with 
small seasonal variation in demand, lead to tho development of the 
seasonal excess, and (2) the manner in which the bargaining arrange- 
ments between producers and distributors affect the price structure 
for milk within a milk shed. 


PART *hLT 


The Utilization of Milk in a Market as Influenced 
ae by the’ . 
Nature of the Demand for Milk. 


Heretofore the analysis has been developed on the assumption that 
there were no variations in the amount of milk sold as fluid milk in the 
market from day to day and season to season, hence, granting seasonal 
variation in production, it followed that, during the period of the year 
when production exceeded consumption, a portion of the milk produced for 
use as fluid milk in a particular area had to be diverted to uses other 
than fluid milk. This assumption is now dropped, and the analysis is 
focussed upon the determination of (1) whether there are variations in 
the volume of milk sold in the market from day to day and season to 
season, (2) the factors that account for such variations, if any, and 
(3) whether such variations are or normally may be expected to be of 
sufficient amplitude to keep the total volume of milk sold as fluid milk 
in the market. equal to the volume of milk produced for use as fluid milk 
in the area supplying the market. A solution of the problems noted 
above is to be found largely in a consideration of the nature of the de- 
mand for fluid milk and the manner in which milk is distributed to con- 
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When considered in light of the usual supply and demand analysis 
of the factors affecting the price of any particular commodity, it might 
be expected that retail milk prices.to consumers would be adjusted or 
Changed from day to day and week to week as changes took place in the 
Supply and demand situation. Stated differently, if, on a particular 
day of the week or during any particular week, milk supplies increased or 
decreased, it might be expected that retail milk prices (assuming no 
Change in demand) would vary inversely to the changes in supplies, 
especially in view of the fact that milk is a highly perishable product 
and cannot be stored advantageously. 


As far as actual supply and demand conditions are concerned, there 
are relatively large day to day variations in demand and relatively 
Small day to day variations in supply. Under these circumstances, it 
might appear that there would be marked variation in the retail price oF 
milk from day to day. However, it is probable that this pricing proced- 
Ure would necessitate a type of market organization or mechanism whereby 
Duyers and sellers would meet, or through which buyers’ day to day demand 
Schedules and sellers! day to day schedules of reservation prices would 
es gece he OSES ea aE) 


13/ This point is developed in more detail later, 
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be made known and would operate to adjust prices in accordance with the 
day to day supply and demand situation. This type of market organiza- 
tion or mechanism would be somewhat analogous to the present produce 
exchanges. However, such procedure would be markedly different from 
the present procedure through which day to day retail prices not only of 
milk but of many other products are established. 


Milk is generally distributed to consumers early in the morning, 
and numerous milk routes are necessary in order that customers be 
reached. A driver on a milk wagon cannot ascertain what the demand for” 
milk will be on-his route until he has completed deliveries. Thus, as 4 
practical matter, it is impossible for him to adjust his prices in 
accordance with the demand situation as he finds it. The same consider- 
ations apply to the distributive enterprise as & whole. If the demand 
schedules of consumers on each milk route, and the aggregate demand 
schedules of consumers purchasing from each distributor and for the mar- 
ket as a whole, were known and accurately predictable from day to day, 
then the dealer could (in theory) quote prices each day on the basis of 
day to day changes in the day to day supply and demand situation. As & 
practical matter this procedure would be extremely unworkable. ‘The 
highly technical nature of the analysis that would be necessary if such 
procedure were to be followed; the cost of such precise analysis (which 
would probably have to be detailed enough to allow the determination 
and forecasting of the demand schedules on many, if not all," miik 
routes), and the partially indeterminate nature of the results secured 
would preclude following the procedure outlined.. The only practical 
proceedure is for the distributor to quote prices for a longer period of 
time, rather than to quote prices daily. This is the procedure dis~ 
tributors actually follow and, under these circumstances, day to day 
variations in the. demand for fluid milk (day to day variation in 
supplies te negligible) are manifest in variations in day to day 
purchases by consumers at e constant price, rather than being manifest 
in day to day variations in price. 


It may appeer, when weekly and monthly periods are considered, 
that retail prices would change in response to weekly and monthly 
changes in the supply and demand situation. However, retail prices 
remain constant for relatively long periods. (See Table 1.) The 
reasons for retail prices remaining constant’ for relatively long 
periods of time, rather than being reduced so that the seasonal 
eres in the volume of milk produced for use as fluid milk which 
wakes place during the summer months in most milk merket supply areas 
is moved into consumption as fluid milk, will now be examined. The 
explanation of practically constant retail prices of fluid milk is to 
be found mainly in the nature of consumer's response to changes in 
prices and, arising mainly therefrom, the sales and price policy 
followed by distributors. 


14 This is not to say that supplies do not chnnge from day to day, 
since there is a trend in daily supplies thet is seasonal in 
charneter. However. this trend is small when considered on a 
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Table 2. Number of periods during which 


retail price of milk remained 
-unchanged for a year or more 
-in principal milk markets. 
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« en RN eee eek Li a Blole 2k) ae which price 
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Market ry 1G-84 125-36 : 37-48" Over 48 : Period sstanu tor 4 

hacia . : months: months: months : months years :year or more is 

: : : covered :of total months 

Pe ee SAR ADEA SD: WANS oh tow nO ude mtn ALOR Ge pee Eos 
New York : Dae: 2 : 2 1909-31 46.4 
Boston Z L 1907-31 11.3 
Philadelphia : 1 2 iL 1907-31 Oya? 
Chicago - : ig me 2 1907-31 VY Avete 
Baltimore ; 5 i a 1909-33 Bd. 
Washington  : 4 eee is 1909-31 Bethe 
Minneanolis :. 4 ne : 1909-30 Dieu 
St. Paul ‘ a AL ; > 1914-31 28.2 
Su. MOUs «1% 1 ne : 1 > 1909-31 D208 
Atlanta : 9) ; 1. > 1907-31 40.3 
Omaha. $ 5) 1909-31 Oeiek 
Denver: : Brie’: Ae 1 1909-31. Alo? 
Los Angeles ; 5 a , c : 1909-31 ; 64.9 
Based on data secured from reports of the Rureau of Labor Statistics, United 


States Department of Labor. 
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Statistical investigations have in general indicated that tho 
demand for fluid milk by consumers is very inelastic; that 25,0 cies 
the change in the quantities of milk taken, following increases or 15/ 
decreases in price, is relatively yery smell. Two published studies 1 
for ths Chicngo and New York markets indicate that, during the period 
covered by the studies, when consumers recognized the necessity for 
changes in the retail price of milk, 2% one cent chanze in the retail 
price of milk per quart hrd « very slight immediate effect on sales 
and this effect was considerzbly diminished after five or six weekse 


Evidence relative to the influence of price changes upon milk 
‘sales has been obtained from an examination of the milk sales by dis- 
tributors purchasing from cooperative associstions in Baltimore, Meary-— 
land, Boston, Massrchusetts, and the Twin Citics, Minnesota. In these 
cities the cooperativo associations hevo a considerable share of the 
business of the market and changes in their sales “re no doubt repre= 
Sentative of the market as 4 whole. These date were anrlyzed by com- 
paring the salss in the calend ir month preceding the price change ve wll e§ 
the sales in the calendar month following the price chang6e, 1°/ after 
adjusting for the infiuence of the avernge seasonal variation in sales. 
Indexes of seasonal variation were calculated by the raedian-Link- 
relative method, omitting the months in which price chenges occurred. 
The compared months have been adjusted by dividing exch by its corre- 
sponding seasonal index. The results of the analysis are given in 
Tables 2 to 4. 7 


Pxamination of the date shows that usually a change in prise 
results in an opposite but much smaller change in sales. In Boston, 
there were fifteen price chenges (eight decrenses and seven increases) © 
during the period March 1922 to September 1931; in Baltimore there 
were only two changes, one decrease and one incres.se; and in the Twin 
Citics market there were seven decrenses and three increases. Changes 
in sales in Boston were directly sssocinted with changes in prices in 
four’ cases instead of being inversely associated ss would be the case 
if other conditions remained the same. These four exceptions 
followed price chinges occurring in Tuly 1927, April 1928, July 1929 
and August 1931; and there were four exceptions in the Twin Cities 
market in March 1926, November 1927, January 1961 and March 1932. 


a pater ee 


is/ Ross, H. A. ‘The Marketing of Milk in the Chicsgo Dairy District. 
Ill. Agr. Exp. Ste. Bull. 269, pp. SOG-S10, 1925, 

Ross, H. A. Some Factors Affecting the Demand for Milk and Creem 

in the Metropolitan Ares of New York. U. S. Dept. of Agr. Teche 

Bull. 73, PP. 44-47, LER. i 


is/ In some eauses prices changed each month for two or more consecu~ 
tive months. In these cases, the satus in the calendar month 
preceding the price change were compared to the enlendar month 
following the last month in the series of consecutive monthly 
price changess 
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Table 3. Changes in sales of fluid milk 
following changes in retail prices, 
Baltimore, Maryland, September 1926 


to May 1931, inclusive. 
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:1,Q00 gablons: Percent sig 000s gals: Cents 
September 1926 > .1,544 : 100.5 Pid DOG : ee 
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Percent change :. ; : : : 207 Fi 47.7 
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Table 18 Appendix. 

Table 17 Appendix. 

Computed from Columns 1 and 2. 

Table 19 Appendix. 

Represents average of percentage changes without 
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Table 4. Changes in sales of fluid milk following 
changes in retail prices, Boston, Massa- 
ehusetts, March’ 1922 to September 19351. 
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s Sales : ¢ : 
: (30-day :Index of ‘Seasonally :Retail prices, 
Month é ee : i a : uart 
smonth u/ ; seasonal ata sper q 4/ 
tbasis) :variation :sales e 
sMill, lbs: Percent ;Mill. lbs. ¢ Cents — 
March 1922 Th ee ae 98.6 mS ays : 1395 
May 1922 oD ye 2Pee te Rs OT) eee a 125 
Percent change : : ‘ +267 : ~ 7.4 
June 1922 a 2009 $ iCred : eoee ; 12.5 
August 1922 Beed : LO Deu : lex : 13,65 
Percent change : : : -4.5 S + 8,0 
March 1923 : hose 98.6 : foew : 1445 
May 1923 WE ee G0ep sth Mabe : 13.5 
Percent change : 4 : +1.7 H - 629 
June 1923 see Oe, 102.8 oe BAGO : Leu 
September 1923 : ree bye ‘ LOG : Boek 2 14,5 
Percent change : : : 7.2 : + 7,4 
October 1923 : aps Pe : 100.4 : Cues : 14.5 
May 1924 : nee 99. 3 Reo : Le 
Percent change : 3 ¢ +727 : 17.2 
June 1924 - 26.2 4 102. ‘ 25.8 : 12 
Oct ober 1924 rg a ok ; 100.4 v4 PAO . 14.5 
Percent change : : : 75.9 : +20.8 
February 1925 * @he& 32 97.6 5 28.6 ¢ 14.5 
April 1925 ¢ Bae x 27.2 : .% : 13.5 
Percent change : t 2: «+268 4 - 6.9 
t : : 
April 1925 + 88.8 +: 97 2 $ fee t 13,8 
June 1925 3 28.0 ‘ 202.8 r 27428 $ 13 
Percent chrnge : ; > «46.0 : ~ %,% 
June 1925 . 28,0 : 102.8 : C7 ke 13 
September 1925 : 25,7 : 100.5 : 2026 14.5 
Percent change ; : a pepe +1beS 
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Table 4. (Continued) 


: Sales ; : 
: (30-day :Index of -Seasonally :Retail prices, 
Month ‘ : 
smonth Avi :sersonal la sper quart, 
:basis) ~ :varietion sales : 
sMill. lbse: Percent :Mill. lbs. : Cents 
October 1926 $ 28 4 ‘ 100,4 : 2800 : 14.5 
February 1927 : Lie : g7 0 : 2805 : 14 
Percent change : ; : +0,7 2 - 3e4 
June 1927 meg. . wt 102.8 Neer : 14 
March 1928 : 2900 98.6 : 29.9 4 LoS 
Percent change : : : +620 : +10.7 
March 1928 : 2940 ; 98.6 2 2909 : Loe 
May 1928 : Bue ; 99.5 4 2926 : 14.5 
Percent change : "3 : -1.0 : ~ 6.5 
June 1928 : 2929 : 102.8 : a0el : 14,5 
September 1928 ; 29 04 : 100.5 : 2960 $ Aor: 
Percent change ;: 2 : +0.7 ; + 6.9 
November 1930 . 29el ‘ 100.7 ¢ 28.9 ae Leo 
March 1931 : o1erys : 98.6 : 30.6 ‘ LZeo 
Percent change ; : 3 +59 : ~19.4 
July 1931 eee WP OG.E* |<) | 29.6 12<5 
September 1931 : S06 1 . 100.5 : 50.0 . Ibe pes 
Percent change ; : : +1.3 : + 8,0 
Average percents : ; ; : 
age change a 4 : : 528 : +11.9 
Average percents ; 2 4 5 
age change 6/ : : : +328 : - 9.5 
Absolute average : : A : 
percentage : : A : 
change uf : : : 469 : 10.2 


Table 20 Appendix. 

Table 17 Appendixe 

Computed from 1 and 2/. 

able 21 Appendix. 
Represents average of percentage increases in price that were asso- 
ciated with percentage docreases in sales. 
Represents average of percentage decrenses in price th-t were asso~ 
ciated with percent:ge increnses in sales. 
Represents average of percentsge changes in price or in seles, without 
regard to signs, th.t were associated with opposite chnnges in sales 
or in price. 
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Table 5. Changes in sales of fluid milk following changes 


in retail prices, Twin Cities, Minnesota, March 


1924 to August 1932. 


; ' Sales 
Month and year : 30-day-mo 


. 
. 


ty : 
basis 1 : 


:Thousand pounds: 


se es 


March, 1924 


May, 1924 ; 
Percent change 4 
vuny, LYce : 
September, 1924 - 
Percent change : 
August, L925 : 
October, 1925 : 
Percent change : 


December, 1925 i 
March, 1926 


Percent change a 
August, 1927 as 
November, 1927 =; 
Pereent change .: 


December, 1929 
February, 1930 : 
Percent. change : 


October, 1930 2: 
January, 1931 Wy 
Percent change 
November, 1931  : 
January, 1932 : 
Percent change ; 
January, 1932 $ 
March, 1932 : 
Percent change 
June, 1932 : 


August, 1932 
Percent change 
Average percentage? 
change 5/ 
Average percentage 
change 6 
Absolute average 
percentage 
change 7 


1/ Table 22, Appendix. 
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re Table 17, Appendix. 
‘S Computed from columns 1 and 2. 
4 able 23, Appendix. 


11,279 
11,720 


11 B71 
11,788 


Le070 : 
12,492 ° 


Sol’ 


12,246 


12,111 


12,608 


12, 980. 
ect 5 els 


13,543 
12,961 


12,724 


“LE, 205 


12,203 


' 12,543 


12,534 
12,717 


. 
6 
. 
. 
. 
t 


oe ef ©> BF af 


Index of 
seasonal 
variation 


101.4 
99.9 


98.0 
100.1 


af; 


sThousand pounds: 


“Seasonally 


Retail 


mie aay ; 


sales 


Lees 
11,779 
+ 5.9 
12,115 
ai as 
- 2.8 
12,684 
Lene B7 
~ 3.9 
V2 0S 
EEUO77 
~ 032 
Le, eel 
12,397 
+ 1.4 
15 245 
Be a 
+ 1.4 
Wa 
"13,118 
~ 0.7 
ele ay 
12,351 
« £3 
12 .3et 
12,361 
+ O.L 
pare? 
2,832 
+ 0.4 


i Soo 


264 


oe 9 =e Se 88 28 SF oF 


se Lad oe 
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prices 
2 {Dee quart4/ 
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Cents 


° e 
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wm tp 2 O-@ © O16 O 
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Le) 
° 
Oa 


io) 
e 
C1 


<2] 
e 
on 


5/ Represents average of percentage increases in price that were associated 
with percentage decreases in sales. 
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These unusunl cases occur in periods when business conditions were. 
changing rapidly and appear to be adequately expleined by changes in 
these conditions. 


Data contained in the reports of the Market Administratorsfor 
the various markets operating under Federal licenses also provide 
some indication of the consumer response to price changes in these 
markets. Only those markets where Class I milk was defined as whole 
milk, sold or distributed for consumption as whole milk, and where 
the size of the sales area has remained constant are considered. 
These data have been received for such a short period that it was im- 
possible to compute a setisfactory index of seasonal variation and 
adjust sales for seasonal. variation, except where other sales data 
from the same market where available for earlier periods. 


The results of this latter study must be interpreted with some 
caution since there are other factors than price which influence 
sales. Sudden chenges in tempernture influence the volume of milk 
sola. There is a seasonal Variation in total fluid snles, which is 
in part influenced by the vacation movement, and this in turn is 
affected by the prosperity of the community. Moreover, in a period of 
several months in recent years business conditions and consumer in- 
comes have changed materially. These considerations limit somewhat 
the significance of the results of the study. It is important to note, 
however, that the results supplement the results obtained in the other 
studies, showing that changes in price are associated with changes in 
fluid milk sales, and that the changes in prices are relatively much 
greater than the changes in sales. The data are shown in Table 5 and 
indicate that an average change of 3.4 percent in sales is associated 
with an average opposite change of 12.3 percent in price. 


It appears from the foregoing that the demand for milk is high- 
ly inelastic, especially when retail price changes are relatively 
small. When price chenges are relatively large, it is probable that 
the change in consumption may be somewhat greater than when the changes 
in the retail price are relatively small, although the change in sales 
is probably less than directly proportional to the change in price, 
although the data that are available relative to this point ere incon- 
clusive. 1? Stated diffcrently, while the demand for milk is less 
inelastic when large, rather than small, price changes are considered, 
the coefficient of elasticity of demand still appears to be consider- 
ably less than unity. 


17/ See also Ross, H. A+, Some Factors Affecting the Demand for Milk 
and Cream in the Metropolitan Ares of New York, Technical 
Bulletin No. 73, U. S. Department of Agriculture. 
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Table 6. Summary of changes in sales and in prices 
‘in specified cities. 


; Estimated aver-: Retail delivery 
Sales area and period : age daily H Price.» per 
ny ; Class I sales : quart 
: Pounds : Cents 
Boston: | . : : 
April 1934 to September 1934 2 1,618,000 : Hips 
October 1934 to February 1935 a me oa OOO if 
Percentage change ‘ -~ 1.6 : +9. t 
March 1935 and April 1935 : 15526, C00 ; 13 
Percentage change : -~ 1.0 ‘ + 8.3 
Detroit: : iy, ° 
April 1934 to June 1934 A Lites OO : 19 
July 1934 to February 1935 bh) eLytar, OC os aN: 
Percentage change : - 4.4 H +10.0 
March 1935 ; 1,153,000 1/ : 12 
Percentage change : = Lie tans + 9-1 
Evansville: ; : 
May 1954 to September 1934 ; 43,764 : 9 
October 1934 to March 1935 : 41,635 : 9.9 
Percentage change . ‘ ~ 4,9 : + 5.6 
Grand Rapids: : : 
August 1934 and September 1934 $ Ley ko : 9 
October 1934 to March 1934 : T7203 : 10 
Percentage change : : 0.0 : +1l1.1 
Kalamazoo: : ‘ 
July 1934 to November 1934 : 96,7595 4 10 
December 1934 to February 1935 : 40,720 : 8 
Percentage change é +10.9 : -20.0 
March 1935 : 39,397 : 10 
Percentage change : ~ Bee ; +25.0 
Absolute averuge percentage ‘ : 
change wd ; 304 : 12.3 


Tables 24 to 28, inclusive, appendix. 


1/ Adjusted for seasonal veriation. i 
2/ Represents average of percentago changes without regard to signs. — 4 


On the basis of the foregoing, it appears that it would require a 
very marked decrease in price in order that any eppreciable seasonal 
increase in the volume of milk produced for use es fluid milk be moved 
into consumption as fluid milk in the market as e« whole. It is rather 
generally recognized thrt changes in the prices received by producers 
thet ere associated with changes in retail prices are relatively greater 
than the changes in retail prices. This is due to the fact that some 
of the more important elements in the gross margin between the price re~ 
ceived by producers and the price at which the milk is sold at:retail 
(transportetion costs, country station charges and the like) do.not 
change with changes in volume; in other words, they 2re fixed charges 
per unit. This being the case, the seasonal variation, in prices 
received by producers would be relatively greater than the seasonal var- 
iation in retail prices, which, 2s was pointed out before, would have to 
be quite marked in order that sny appreciable seasonal increase in the 
production: of.milk: produced for use as fluid milk within the supply area 
be consumed as fluid milx. Over e period of time, the market scasonal 
variation in prices received by producers would tend to be reduced, 
since producers would change the seasonality of their production in order 
to sell a larger volume of milk at the time of year when prices were 
seasonally high, end would reduce their sales during the period when 
prices were seasonally low. However, it would be greatly to the advan- 
tage of some producers to change the seasonnlity of their production and 
little, if any, to others, depending upon the type of ferm organization 
and operation followed by each. Thus, given time for economic forces to 
work out their full effects, the seasonal variation in supplies and 
prices received by producers, and consequently the seasonal variation in 
retail prices, would be much less marked than would appeer to be the 
case at first. 


The second Limitation to lowering prices on the basis of the 
seasonal increase in the volume of milk produced for use as fia Lk 
by eny dealer is that, in order to hold the new customers later when 
supplies in the market are short, dealers would have to develop new 
sources of supply during the short season in order to have sufficicnt 
milk to meet the requirements of their lerger business. These new 
sources involve an expense in development (see Part II, Section G) and 
may also have an equal or greater seasonal variation in production the 
following year. ‘Ths alternestive is to raise prices when supplies are 
short and thereby raduce the customer's takings or to fail to serve the 
added customer. Either of these latter procedures is sure to lead to 
dissatisfaction. . 
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The foregoing facts and considerations suffice vo explain: in 
large part why reteil prices of fluid milk tend to remain practically 
constant on a seasonal basis. (nus, instead of reteil prices showing 
marked seasonal variation of such magnitude that the seasonal changes 
sn volume of milk produced for use as fluid milk be moved into con~ 
sumption as fluid milk, retail prices remain practically constant 
seasonally and seasonal changes in demand are reflected in greater or 
less takines of fluid milk, as the cass may be, at the ruling level 
of prices. Such seasonal variations in demand sre generally quite 
small, and are much less than the seesonal varietion in the volume Ot: 
milk produced for use &5 fluid milk that obtains in most milk market 
supply areas. (See Table 17, Appendix.) 18/ Thus, unless the volume 
of milk produced for use as f1uiG milk is equal to fluid milk require- 
ments on a seasonel basis, the seasonsl increase in the volume of 
milk produced for use &s fluid milk is diverted to uses other than 
fluid milk. Stated differently, the seasonal increase in the volume 
of milk produced for use as fluid milk becomss & seasonal excess over 
fluid milk requirements. In the next part of the analysis of the 
price structure for milk within a milk shed, an explanation or the 
development of class prices, oF the classified price plan of payment 
for milk by distributors, will be set forth. 
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18/ See eiso Rosas, H. A., The terketing of Milk in the Chicago Dairy 

District, Ill. Agr. Exp. Ste. Pull. No. 269, and Ross, H. Rey 
Some Factors Affecting the Demend for Milk and Cream in the 
Metropolitan Ares of New York, U. S. Dept. of Agr. Tech. Bull. 
No. oe 
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Part IV 


The Price Structure for Milk within a Milk Shed - 
The Levelopment of Class Prices. 


The analysis of the price structure for milk within a milk shed 
will now be focussed upon the manner in which class prices or, stated 
more precisely, the classified price plan of selling milk to distribu- 
tors, develops in a milk market. At this point it is important to set . 
forth as clearly as is possible in a short paper ,the difference between 
the classified price plan and the rating planes The classified price 
plan is a method of selling milk to distributors, while the rating plan 
is a method of prorating to producers the proceeds of sales to distrib- 
utors. The classified price plan does not necessarily need to ke 
complemented by the ocosration of a rating plan, and classified price 
plans are often used where no rating plan is in operation. On the other 
hand, the rating plan undér certain forms of administration becomes in 
effect a classified price plan and a plan for prorating to producers the 
proceeds of sales to distributors. For example, in some markets, pro- 
ducers associations bargain for "base" and "surplus" prices; “bases” are 
established for individual producers for which "base" milk producers re- 
ceive "basic" prices. Producers are shifted among distributors in such 
fashion that the total bases of producers delivering milk to any particu- 
lar distributor are approximately equal to such distributor's sales of fluid 
milk. However, pricing milk to distributors in accordance with a classi- 
fied price plan is usually more precise than that just noted, with a more 
strict accounting and pricing of milk according to use, and is not neces- 
sarily operated in conjunction with a base-rating plan. 


For the purposes of this paper, the classified price plan is de- 
fined as a method of selling and pricing milk to distributors in accord- 
ance with the use made thereof, while the base-rating plan is defined as 
a method of prorating to producers the proceeds of sales to distributors. 


It has already been demonstrated (see Part II) that, assuming 
little seasonal variation in the demand for milk, certain supply character-~ 
istics operate so that, given differences in individual producers’ 
seasonal output curves, and providing that economic forces have time to 
work out their full effects, producers who produce a relatively constant 
volume of milk throughout the year will receive higher prices, other 
factors accounted for, than producers vho produce a relatively more 
Variable volume of milk throughout the year. Furthermore, the producers 
who produce a relatively constant volume of milk throughout the year will 
tend to become associated with highly specialized fluid milk distribu- 
tors (highly specialized in the sense that the operating unit is engaged 
almost entirely in the distribution of fluid milk, while those who pre-~- 
duce a relatively more variable quantity throughout the year will tend to 


19/7 Often called base-surplus, base-rating, and the like. — 
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hecome associated with distributors who are less highly specialized (in 
the sense noted above). The assumption that there is little seasonal 
variation in the demand for milk was then examined, (Part III) and it 
was found that certain factors operate so that there is marked seasonal 
uniformity in retail fluid milk prices, and seasonal changes in demand, 
which are very small in most cases, are reflected in slight seasonal 
changes in the quantities of fluid milk consumed at practically constant 
prices, rather than seasonal changes in the quantities of milk consumed 
that are associated with seasonal changes in retail fluid milk prices. 
It is in the analysis of the seasonal behavior of retail fluid milk 
prices, and the effects such b chavior would tend to have upon the prices 
received by producers, , that the reasons for the development of the 
seasonal excess were ascertained. ; 


‘Onee the development of the seasonal excess has been demonstrated, 
the basis for the effort on the part of specializcd fluid milk disifribu- 
tors to secure @ uniform volume of milk throughout the year becomes ap~ 
parent. Under these circumstances, the argument that specialized fluid 
milk distributors tend to secure milk to mect the needs of their fluid 
milk tradeé..which are practically constant seasonally, from producers 
who produce: a relatively uniform volume of milk throughout the year, such 
producers receiving higher prices, other factors accounted for, than 
producers: who produce a relatively more variable volume of milk throughout 
the year and, consequently, tend to become associated with less highly 
specialized distributors, applies with especial force. 


It should be noted that it is not contended that distributors 
sclect producers who produce a relatively uniform volume of milk through- 
out the year at random throughout the milk shed. It is rather well 
recognized that, generally speaking, producers within a particular type 
of farming area have markedly similar seasonal output curves. Thus, & 
distributor who wishes to secure a uniform supply of milk throughout 
the year can usually operate in an area or arcas where a fairly large 
supply of such milk is available. 


The situation treated above with respect to the procurement of 
milk by distributors is strikingly similar to the situation that ob- 
tains when distributors purchase their milk in accordance with the pro- 
visions of a formal classified price plan. In the former situetion, 
there is a close approximation to the purchase of milk on & classified 
price basis, considering the mnerket os a whole, due to the fact that 
those distribution units which sre highly specializod, i.s., which 
distribute by fer the larger portion of the milk they secure 58 fins 
milk, tend to pey higher prices for milk then distribution units 
thich ere less highly speciclized, i.¢., which utilize relatively 
more of the milk they secure as manufacturing milk. The difference 
between this method of purchasing milk and formel eleaessificd price 
method of purchesing is merely one of the degree ond precision with 
which milk is clessified in eaccordunce with the use made thereof. 
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Producers! cooperative associations have recognized the principles 
a ‘ noted above in bargaining with distributors’ and have developed the system 
of formal class prices whereby milk is priced by cooperatives to distrib- 
utors in accordance with the form in which milx is sold by distributors. 
Thus, a formal system of class prices, intended to secure the same result, 
is substituted for the rather informal system of clrss prices discussed 
above. The distributor with the larger use of milk in fluid sales pays a 
higher average price than the one with a considerable utilization in man- 
ufactured products. The system of formal class prices has the advantage 
for the producers’ cooperative association of simplifying the bergaining 
arrangements, since it automatically establishes the basis of payment for 
the different dealers once the general terms for the market are determined. 
Vjithout class prices, individual bargains would be necessary with each 
dealer in order to insure producers the full value of their particular 
milk, and the association would be exposed to thre. cripicism of over~ At 
under-pricing the milk of particuler producers and over- or undercharging 
particular distributors. Class prices dispose of this necessity for indi- 
vidual bargains ani result in payments corresponding to the prices which 
would heve been errived at under proper individual bargaining. 


In addition to the sessonal factors treated above which lead to the 
development of a classified yrice plan of selling milk to distributors, 
there are certain types ot organizetion of supply that would lead to the 
development of « iormel class price system, even though the volume of milk 
produced throughout the year and the volume of milk consumed in the market 
throughout the year viere precisely correlated, except for daily variations 
in demand and supply. In such cases, the reason for the development of a 
classified price plan is to be found in the fact that there must be brought 
to market a volume of milk in excess of daily average sales, such excess 
volume being needed to 1zeet daily veriations in sales. 


It is rether well recognized that there are significant variations 
in the amount of milk sold from day to day in a fluid milk market, such Vver- 
iations being attributable to such factors as (1) consumption and working 
habits of the people which tend to show a regular day of the week verla- 
tion, (2) holidays, and (3) changes in temperature. 


Consumption and working hebits of the people are such as to cause 4 
rather regular dey of the week varietion in’ the sales of various products. 
Most business concerns, for exam le, do not operate on Sunday and many also 
close operations on Saturday afternoons. The Sunday dinner is frequently 
a heavier and more elaborate meal than that served on week days. These 
factors affect wholesale and retail ssles of the various products differ- 

, ently. ‘“Sholessle sales of milk and cream are ordinarily low on Sunday, 
with sales to rastauranuts end cafeterias also Low on Saturday. Sales cf 
cream to stores are usually large on Seturday, friday and Monday. Route 
sales nf milk and cream are heavier on Sunday. 


ea! _ ixamples of the variation ‘in the average sales on various days of 
ithe week for several markets are given,in tables 6 to 10, inclusive. In 
:;generel, the greatest variation is found in cream sales, the range Pei 
ithe New-York market for-all cream being fror 84.7 percent of the severage 
daily -sales-for the week on Sunday to 127.9 percent on Saburday. .fOF 
sakl milk in the same market the renge Was from 90.2 percent of the ene 
age daily sales for the week on Sunday to 102.8 percent on Friday. 
Rxamination of the tables indicates a greater variation in wholesale 
sales of fluid milk than of the retail sales, but in the case of cream 
the reverse may be the case. These variations differ in the various 

. sections of a ‘large city depending largely upon the economic status of 
the consumers and the number of persons who lunch away from home during 
ie aye Since dealers have varying proportions of retail and whole- 
sale business and serve different sections of the population, they are un- 
-lbikely to have variations in sales corresponding to those in the market as 
‘a whole. Some dealers will have larger variations in sales and others 
smaller variations. The difference in the character of the business OL 
dealers and the consequent differences of sales by day of the week, even 
for the same type of products, are shown in tables 11 to 14, inclusive. 
These tables show the variation in the sales of Milwaukee, Wisconsin, 
dealers during the week.of April 22 to 28, 1934. The daily sales of each 
dealer have been shown as 4 percentage of his own average daily sales for 
the week. This variation in sales among dealers means that the excess 
milk above the average daily seles of the market is higher than would be 
-the case if dealers had available some method of integrating their indi- 
vidual fluctuations in sales with other dealers having different fluctua- 
tions, through a shitting of milk between them. 
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20/ Ross, H. A-, Some Factors affecting the Demand for Milk and Cream in 
the Metropolitan Area of Nev York, United States Department of Agri- 
culture - Technical Bulletin 74, 1928. 
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Table 8. 


Type of sale 


- Percent: Percent; Percent : percent : percent: 


Milk; 
Retail 
Wholesale 
Total 


Cream: 
Retail 
Wholesale 
Total 


ee 


SSG 


total sales of fluid milk and cream in 
Reading, Pennsylvania. 
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Percentage of average daily seles for the week 
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Daily fluctuation in retail, wholesale and 
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Sunday Monday Tuesday ‘Wednesday Thursday: Friday _Saturday 
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89.67 


102.53 : 94.40 
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Compiled from ‘Distribution and Consumption of Milk in Reading, Pennsylvania," 


by T. K. Cotiden, Pennsylvania Agricultural experimental 


Station, Technical Bulletin 614, November 8, 1935. 
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Holidays also exert a considerable influence upon milk and cream 
Sales, since these are occasions for special activities. On certain of 
these days, notably during the summer, there is a considerable movement 
of people out of the city, while other holidays are feast days. In 
general, milk consumption appears to be somewhat decreased on holidays 
except for increases at Thanksgiving and Christmas. Sales of extra 
heavy cream at Christmas and Thanksgiving increase by over eighty per- 
cent. Data for the New York market are given in Table 15. 


Temperature is also an important factor in short-time variations 
in the demand for milk. In general, an increase in temperature is 
associated with an increase in demand, and a decrease in temperature is 
associated with a decrease in demand. In the New York market it was 
found that temperature changes in winter are more marked than in summer 
but that a change of a given number of degrees produced about three 22/ 
times as great a change in surmer as a.similar change in the winter. 


On the basis of the foregoing, it’ appears that a considerable 
volume of milk in excess of average daily sales must be brought to mar- 
ket in order to have a supply sufficient to cover daily veriations in 
the demand for milk. Few datr ere available relative to the necessary 
Size of this daily excess, hereinafter termed the operating reserve, but 
it appears to range from ten to twenty percent of average daily sales at 
least, and perheps higher in some markets. 


If the producers in the market so orgsnize their service of supply 
to the distributors so as to remove from them entirely or even partly the 
necessity of carrying this "operating reserve", producers can secure a 
higher price for the delivered milk since the distributor has always 
available all the milk he needs for his fluid milk trade and is also 
relieved of the necessity of procuring his milk from a large number of 
individual producers end is under no necessity of taking milk, a portion 
of which must be disposed of in channels other than fluid milk. This is 
one of the services which operating producers! cooperative associations 
commonly provide distributors purchasing from them. They are thus able 
to sell distributors milk at a higher price than they are able to secure 
when distributors sre not so serviced. There would thus arise what 
amounts to a class price for milk, distributors paying a certain price 
for the milk called for from the association and used for fluid purposes, 
with the association utilizing the remaining milk in the most profitable ? 
possible menner but insuses yielding somewhat lower returns than the 
fluid sales. The difference between the prices charged distributors for 


22/ Ross, H. A., Some Factors Affecting the Demand for Milk end Cream in (@ 
the Metropolitan Area of New York, United States Department of 
Agriculture Technical Bulletin No. 73, PPe 39-44, 
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Table 12. Daily fluctuétion in wholessle sale of 
pints of regui:r milk, Milwaukee, April 
femeo, Loe. 


a a tere ey ne ee ie Se mm ee me re me ee eee ae ee ee eee 


Percentege of averege deily seles for the week 


Sm nem ne mm a em ee ee 
. . . . 


Compeny ; Sunday monday =Tissdey: Weds Thursi? Friday donee oe 


re eae “PeiceitsPer rcent:F on een resceut: rercent 


sl OOS) Us eh. Vauuo $8 marl LOA 2a Boe 154.4 
al PIV howe Y baote 3 189.4 140.4 :151.7 sal 
M eso 144.4 Lae ees ehBS . 2 LOGS e pki 55.6 
R 73 .o aoe Rae it LR 109.9 :124.3 TOES 
S 20.9 129.6 ol? 20.9 TOiao ~Lb0u0 Leos 


O Were wi elas a lOe.e: * 1e0.698\: L0G68 118.0%, ta Gerd 


uf : ; : : : : : 
oe : CoUP meee lows 5 “LOS? 3 Oe stores Toe? 


ae) 
bo 


Po One Sorel 7: ay, 
DL Ole 2 OO) BO 
Obes 2 DERE 


en 3 CH 
ee.) 0m 
SG 
Ra WO 

D> 
DS) Ss 
fe 
©: 9 
Ot 
ere) ) 
we 
q> ~3 
© &D 
© 6 
cO (CO 
S %5 
e 8¢ 
G © 


a 
ot 
Oo: 
OS 
© 
¢ 
ol 
bt 
© 
U 
te 
tr 
= 
a 
tC 
= 
ke 
O: 
xe) 


B 15.6 ihre PODS? 135.8 Leb 0 *he268 39.9 
iE 0.0 Pe ee co: rao LOO a5 “0 Ahan 
F sO Gas O20: 2 7OORe 0.0 0.0 One) 
Lv, 61.8 102.9 128.7 Less 139.0 ReacOR. 2) Sele 
Pp 
& ae we : : : : : 
re ag ee OO Oe SO 2 RIO WD ue BON 
felehted: f : : 
average: : 


for Gil: 89.6 : 239.1 3 15.6 +: 116.5 2 LFS SLBA so 4030 
fleeier: siers: : 


* ’ . ~ . 
RR Oe Ne Rp RN A te Ee RS Ca ee nl RR i ee tote are i coententiaiionenanl 


Compiled from unpublished dsta secured during*%the Milwaukee Milk 

Survey conducted by the Federal Emergency Relief Administretion, 
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Table 13. Daily flactuation in retail sales of 
quarts of reguler milk, Milweukee, 
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Adjustment Administration. 
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Table 15. Daily fluctuation in retail sales of 
half pints of 18% cream, Milwaukee, 
April 22-28, 1934 
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milk that is sold by them as fluid milk end the price the association 
receives for milk in other uses is, other factors being the same, the 
premium distributors ‘are willing to pay for milk when such milk is 
furnished them in conformonce with their deily needs. 


Al though there may be other factors that, in a perticular mar- 
ket, also contribute to the development of a system of class prices, 
the foregoing trentment suffices to explain the more important 
considerations obtaining that, taken'us a whole, lead to the develop- 
ment of class prices in most important milk markets, 
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¢ ‘Ross, H. A., 
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Table 17. Index numbers of seasonal veriation in fluid 
éles by distributors purchasing from 
cooperstive associstions. 
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Index numbers wers calculated by the median-link-relative method from 
date of fluid milk seles, omitting those months in which pricé changes 
used in computing the index for Baltimore 


occurred 
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Table 24. Sales and retail prices of fluid milk in the «) 
Boston Sales Arcade 
¥ 
Class I :Milk reported:Estimated: average :delivered: store :price per 
Year no Sales. (as percent of: “Gotelar: WMaily -doprice “so price 7Cuvimes a 
and : oF ; restimated 3 Class I; Class I: per + per. +557) J 
month ; milk ; wotal ‘sales :-"sales,-: sales <= iquart : quart :f,0.b, City 
; 000 lbs.: Percent =: 000 lbs-: 000 lhs.: Cents : Cents : Dollars 
1934 : : : : : : : i 
Kpril eM OAS OBO aN ae) OC: tl, SAC" Mea dt 40 ee 
May eae Solo 89 .0 wo OO lin : ML OLO. gaa gee pe LOY se 
June pages: 89.5 Peay SN .6lo, eee el patel OY eon wares 
July Ae e LLY 89.5 epee syst. ad. eee a eee lOte te Perea e 
August Aga ss. % 90.0  (4E06e COS ka ee ee 
September ; 42,847 : 30.0 re GBOG ei 1 Be? orem det SLOTS eae 
Oerober ; .44,729 : 90.0 0 AGN i 2 F605) Begs > lly: S426 
November :; 43,482 : 88.5 mo 49,0Seos 21 688 “eal 12 cP eae 
December .; 42,698 : 88.0 26,0805" 665 tay ue oe Am tC bah 
denvary = 43,207 ; 88.0 y 40,098 2) 1. Sea ee ah: ee 
February ; 38,231 : B70 bt 45,048: 9.560 Syl eo 0 2 ee ee : 
March 43.57%) 86.0 me 49,008: 12,597 sae Ue Seu seer 
Apr 1 oe) 40 Le eb * BA .O foo. Oe DOr ae OS : (es 3249 
April to : iG ? : 
september : : : : 1,618 ae, 
October to: : : ; : 
February : ; : t Pee : a ¢ 
% change : : : : -Lee 2 ae . : 
March and ; : : 
April : : : me Rs La 
% change : : ie eis ie eres Saeeme aee WSS, 
% 
; a 1”, 
Sales and Class I price compiled from reports of Market Administrator. e 
Retail prices compiled from reports of U. S. Department ef Agriculture Market News ¥ 
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Table 25. Sales and retail prices of fluid 
milk‘in the Detroit Sales Area. 


se ES A re pr rn ore LT AT rg 
. , - - — =. 


ee ee ile ‘ RG Daily : : :GLass } 
« Cassi i “teverted -Estimated:Estimated: sales : Retail : Retail: price 

Year : ‘sales :as percent; total : average :adjusted:delivered: store :per crt 

and : of -of esti- © Class ‘I : ‘daity :for sea-: price : price :of 3.5, 
month pooh We : mated we soles =: ‘Class 1° +S0nel Va" per :*" (pe "sae 

i hese __stotel seles: :  @ales _niation!: quart : quart :f.o.b.C 


: 000 Ibs.: Percent : 900 Ibs: 000 1bs.: O00 Ibs.: Cents : Cents:Doller 


1934 : : re * : : : 
April - 955 448 * Cao dade GENRES CMM, | nec a Ta = as Ma MOA 2 IE rhea S02 
May ei tere er fer (626 MO PAG es Ta? sO ONS ey he 2.02 
June enone omer ee eee SAO ek fs) Ae ee ga ae ele 
July : 35,496": See eee oO ee Leer fy Pe 3. sLE ie ee 2oe5 
August : 34,344 : CT SAR 7S Mm SS! ae a Ma OC a MM NG ey le DAMS 
Sepeember + 05,751 OF or 4 eo tg Bae 6" alas > LEE : if Bee 
October > Bas Chee eo 406 AS Se eB? ee Soe 
November ; 33,419 : Ont ee tO 1 LPO. se POS 5 Ce a 2.36 
Pecember  < 53,671 % oer, oo ooe * 1,106? lLyltea ie eee Pont 
1935 : : 
January : 34,804 : 95 tween coos 1L,Le2. 5. Beesl-: se 2 lL geo eiesr 
February 7 eL.Oes = oe or ee OOO) tlh do Pak. ek Dyes LL : Bn ssi wks ye 
March : 35,868 : oe = 26,600 >, 2,18 (2 1,158: 2a 2 Te ewe 
April to : : : : : : 

June : : More); ieee aD 
July to : : : : : : 

February : : 2 Lug eae) eee De 
% change : : one ht >’  -8.8 4: «4.4 ; 410.0 
Merch : : t PDs: 9) dey ea Le : 
% change: : : a ae Oe: eae 2" ae : 
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ae sh te es Le ee ete ne ets ere ee ee ee een adnanthnaly eohenpemnnn 
—_— Reem ee eee oe ee ee ne —_—- ——— Rt emer Serene enn 


Sales and Class I price: Compiled from reports of Market Administrator. 
Retail prices: Compiled from reports of the United States Department of Agriculture 
Market News Service. 


a See test for index used. 
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Table 26. Sales end retail prices of fluid milk 
in the Evensville Sales Area. 


Wii e) (ilkere-) 2 YO etimeted: notarl pevamcl scam: 
:Class I :ported as :Estimated :average :deliv-:store :price per 
Year :Sales of:percent of:total :daily :ered :price ;pound 
and :butter- :estimated :Class I ‘Class ‘I :orice :per :butterfat 
month wet :total :Ssales of :sales of :per ‘quart :f.0.b. 
: :sales :butterfat :milk squart ; ;city 
: Dei 4 3 eguivelent : : ae ee ae 
: Pounds : Percent : Pounds ;: Pounds : Cents: Cents: Cents 
1934 SORE RE PT aioli "2Eii-qak ak dbteamns aeiee ea Mate 
March Oia 9.8 90 : Gi DOO ee) ine BOS. | eum ies Bee: 48 
April ;. 47,989 -; 90 : ego sh AbesGo : Oui fines 48 
May - : 46,979 : Bie? ui. 60,902 + 45,840 ope ; 48 
June sO Lt) 8 85 s 04,565 : 47,689 9 : 8-9 48 
July Men wey <3 95 : DO ,ee. 2 42,685 9 : 8-9 48 
August : 45,008 : 90 : 00,009 : 42,452 9 B=9 5 48 
Sbepuember ; 40,557 Boe60 Boy 77S ite, 40,154 9 O-9 = 48 
' October © 42,407 : aes 48,744 ; 41,404 Deo oF MeL: 48 
November : 41,1535 ; Go) aT Ooo mre soa B60 ot ea Oss 51.5 
December +: 41,184 ; B88 : £5), OOO i» Guy 1G Diem 8) aD os sre) 
1935 : : : Ps : : 
January ae ool 3 90 : a6, 166 8 40,800 09.5 2 Cage 05 
February : 40,059 ; 88 : 40,000 4 42,784 <' O16 =) Galous O35 
Merch : 45,090 : GOP" s OO; 66h 44.427 0 eG Gaga 53 
May to Sept.: , : He 45,764) 2. 9 ; 
Oct. to Mar.: ms : Fa Al OS Se line ; 
Percent : : . : : : : : 
change ; : : : mee Pte ie : 


ry 25 
Re | ar ie re er ee eee 


ns 


NOTH: Percentage chanses from March sales and orices vere not Peep since 
sales during that month sppear to have been unduly high. 


Sales end Class T prices: Compiled from reports of Market Administrator. 
Retail prices: Compiled from reports of the United States Department of 
Agriculture Market News Service. 


—_—* 


Sea es 


OOTALIOS smey 
POYTCH OINZTNItABy Fo quouzaedeg *S *q go squodou WoLfZ pottduod sootad Ttepoy 
“JOFELPSTUTUpyY LoYsIep fo S}iodoy wory pettduoo eotid F sseT) pur sotcae 


: Ce) ay ae ed : : : 2 osueyg os 
: >. OF to0c* feT.: : : : YoOIBH 
: : H : es : 204 TOGO0190 
3 ety Sat eae : : : = goqusgdog 
: A : : $ : > 9 ysn3ny 
Olde = O20T SOT *TIO*82T § stefeggte : ges > 299%8¢6%e 3 Yoreyl 
OL e- pe e0°0T 2 0T *LO6°S2T * Pe6°IT9%E 2 O° G6 * sos*sucfe + Arenaqrg 
Cie fF eeOroL = Of *OOE*LET tye¢% ong es 0°66 > pes‘o0e*e 2: § Azenuee 
: : : : : : : GE6T 
CEM BF O20: s. FOL ‘eo HEL # GIy 99s 2" ge Ke > T20°87e%e : aoquooog 
OG fe OSes. COT ‘T9S“92T § 6zetoeLse : 0°66 > T9e*ecL*e : seqmoaon 
SoTL = FO" Otte OT. “TSA sCT 9685096 2 . G66 * €69*0¢6°E = . 2090990 
Go Meee! DOGS tek "ESE “OCS eS 1 ee 7 029*608%E : soquoydog 
So ge also. 6 *088%9cr 4 oge*ceg%e 2) gozg : 189%OG¢8*E =: ysnsny 
: ° . : : : ee : TC6L 
SABTTOd 87005 : Samay : spunodg: spunog : WO ers Fake spunog : 
22 oes a 2a SS SO LEGtee — wae gpg 
ma esl ate Sf ales a 12 aN 8 $ soT@s 3 ate SECT [aar $ 
YT tw yore : Kaye Tend 27 SiS@inone SUTBS. t =09. popeury: ALTE = 
FO "PD 3 OOTAd:a40d cotad: ATtep: I Sseto : =se ro yuo0: JO :y.uow 
Jod ootud : SOLOLSSPOLOATTOP: oSvuo0ars: TG{04 : -s0d sv pa: SOTGs, : pu 
L SSeTO 2 [rezou:° [regex POFCUTISH? PopoMtysyY :-qs0dou ATTA: I S2eqtp 2 aeax 


“Bory SeTeg sprdey puvszy 
Soot 


oo} EY ALTE PINTS JO SooTid Treet pus soteg = pe orquy 


a echelon rerrnemenre 


re. 


Table 28, 
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:Class if 


Se Ole 


Seles end reteil prices of fluid milk 
in the Kelemezoo Srles Area 


:Sales of :ported es: total 
Year >i lik percent .*Class | 
and ; :Of estime:Sales 
GEOR GH ih. wit.» | « ma hed to tel: 
: Class sy 
: ; :Sales ae 
:PoOunds :Percent :Pounds 
Be OS Gyo ay 
July 1336 054: 98 mE EOL 29 
August 1,053,642: 98 Or, L45 
Se thes 1,043,354: 98 11,064,647 
October: 1,078,968: 9g :1,100,.987 
November 1,062,866: 95 :1,118,806 
December Liste ry er ss. 95 od eS ,656 
1935 : : : 
Jenuary : dele. POS: ve thy a4 ,945 
February: 1,144,550: 98 71,179,948 
Merch 1,196,868: 95 need, 264 
oul ye tS 
November: : 
December: : 
to Feb.: H 
Gchenge : : : 
March : : 
% Change: : 
SSS Oia oh Waa NN 


Sales and Class I Prices co 


mpiled from re 


Retail prices compiled from reports of U 
ture Market News Service, 


:ted av:deliv- 
:erage :ered 
:detly sand 
*Cless ‘: store 

I :prices 
Seles :per qt.: 


:Pounds: 


Milk re- :Estimated :Estima:Retail 


Cents 


es ee, 


740,686: 
754,682: 
:59,488: 
kao OL Gis 
757,294; 
758,892: 


pak Lave 
242% 241s 
159), 39 Tie. 


OOS COO: 


>40,720: 
FD. Os 


739 ,397- 


10 
10 


10 
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~20.0 
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2 me. Sem Sag 


eee ee 


ports of Market Administrator. 
- S&S. Depertment of Agricul- 


:Class I 
iprice per 
CCWt. "OL 
53.5% milk 
i oO sb 
2CLty 


How agcs 
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1.85 
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1.85 
1.85 
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y F Table 29. Sales and retail prices of fluid 
milk in the St. Louis Sales area. 
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Year :Class I :Milk re- ;Hstimated:Estimated:Index :Retail :Class I 
and :sales sported as :total saverage i:of av-:deliver-:price 
month tof milk ‘tpercent of :Class I :daily ;erage :ed price :per cwt. 
: :estimated :sales :Class I :daily :per— ksi ep 
: :total Class: :sales :Class :quart simi 
: >I sales : 5 ae eee! : 21 .OeDs 
: . : ; :sales : eLny 
> 000 Lbs.: Percent ~~: 000 Lbs.: 000 Lbs.: Per- : Cents :Dollars 
: 2 : ie : cent : : 
1934 : ‘ 4 : ; : : 
April Ogee: 99.8 tLognoe.” | Doe Ep alg rar a it oleae 
May se OO ©. 100.0 So18,091. +2 584 ee UhUee ae ok 2) Lee 
[™ June eee OO) 2 ile ORR). fo BOS.. 3) “LOO 27k “aera 
July 2 Les e291 s 99.7 suey cae) 590 Se EG he te ae a) (eG 
August >, Laas ©: 99.8 coetizn O30. 565 my een ee ne Bie) 
peptember <: 16,167 : 99-7 ele, SiG. i: O41 : O85 ae 2 Bend 
October te LO, eos ans Dad see » QOGA oe 549 - 99 ; aan 1 “Geo 
November Peo reiyice ne 97.9 mee sie es O54 Os Nae ri crop be. 
December rane 2 doh? me 99.8 eps GOL 510 : emit LX rine 8: 
1935 : : : : : : : 
January cece eoae 99.6 76, OLG> i pa F. : 94 3: a bat $ 2-00 
February eae POON > 99.5 MeLG iy Sas De - oes ek ray pe @ 8) 
March 2 Onc. 99.9 SLi geste | 1 942 ‘ 98 : LL >. BeRe 
Average : $ : : 002 Soh ONT 18 : 


Sales and Class I prices: Compiled from Rerorts of Market Administrator, 


Retail prices: Compiled from reports of the United States Department of 
) ; Agriculture Market News Service. 
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